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REMARKS UPON CERTAIN ASPECTS OF THE TFIEORY 

OF COSTS 1 

The Theory of Costs is not one of those parts of Economic 
Analysis which can propeily be said to have been unduly neglected 
It has always occupied a more or less central position, and m 
recent years it has been the subject of a qmte forimdable body of 
new work There is, indeed, no part of his subject about which 
the contemporaiy economist may legitimately feel more gratified, 
either as regards the quality of the work which has been done or 
as regards the temper in which it has been undertaken Yet, m 
spite of this, the present state of afians in this field is not alto- 
gether satisfactory The various problems mvolved have been 
tackled by difieient sets of people, and the conclusions which 
have been reached in one part of the field have sometimes a rather 
disquieting appearance of incompatibihty with conclusions which 
have been reached elsewhere No doubt some of this apparent 
incompatibility is ical It is not to be expected that here — any 
more than elsewhere — economists should have reached finahty 
But some of it is jirobably illusory, and if, in discussing these 
matters, we weie to state more decisively the problems which 
ve are attempting to solve, and the assumptions on which we 
proceed, it seems likely that not only should we be able to clear 
up our outstanding rea,l points of difference more quickly, but 
that, in the course of doing so, we should also discover that many 
of them depended essentially upon subtle differences of object 
and assumption, hitherto msufficiently stated At any rate, it 
IS in the behef that this vould be so that these very tentative 
lemaiks are put forward 

The paper falls mto four parts In the first, I discuss the 
fundamental natuie of costs , m the second, the relation between 
tins conception and the Marshalhan supply curve, m the thud, 
the relation betv een costs and technical productivity I conclude 
with some notes on cost variation through time 

1 A lecture delivered before the Nationalokonomischen Gcsellscliaft, 
Vienna, April 7, 1933 
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1 start, then, with fundamentals The conception of costs in 
modern economic theory is a conception of displaced alternatives 
the cost of obtaimng an3H}hmg is what must be surrendered in 
order to get it The process of valuation is essentially a process 
of choice, and costs are the negative aspect of this process In 
the theory of exchange, therefore, costs reflect the value of the 
things surrendered In the theory of production they reflect 
also the value of alternative uses of productive factors — ^that is, 
of products which do not come mto existence because existing 
products are preferred ^ Such is the conception of costs first 
systematically developed by Wieser ^ and made familiar m 
Enghsh-speakmg areas by Green, Wicksteed, Davenport, Knight 
and Henderson ® following the usage of Pantaleom ^ and many 
others, we may refer to it for short as Wieser’s Law. 

It IS probably true to say that, at the present day, the broad 
outlmes of this conception are generally acceptable ^ The work 

^ This somewhiat roundabout way of putting matters is deliberate The 
money costs of production in any hne of industry aie a roiieoiion of (a) the \ alue 
of factors of production wholly specialised to that lino of production (Wiesei’s 
“ specific” factors) and (6) the value of tiansfcrablo (“non-specific”) divisible 
factors in other uses It is in regard to these latter mgrodiOnts that Wieser’ s 
propositions have special relevance 

2 XJr sprung und Hauptgesetze des W irtschafthchcn WertJiers, pp 146—70, 
Natural Value, pp 171—214, Theorie der Qesellschajtlichen W^rtschaJt, pp (>!-(> 1, 
73—81, 142—46, also the juvenile woik Uber das Verhaltms dcr Kostcn zxnn 
Wert (“ Gesammelte Abhandlungon,” pp 377-404) 

3 See D L Green, “ Opportunity Cost and Pam Cost,” QuaHcihj Jomtial 
of Economics, 4:, pp 218-29, P H W xckstood. The Co mmoxi-senbe of Political 
Economy, p 373 Davenport, Value and Distribution, pp 551-2, The Econo- 
mics of Enterprise, pp 106—49 , Hnight, Jii&L, Uncertainty and Profit, p 92 , 
“ Eallacies in the Interpretation of Social Cost,” Quarterly Journal of Economu s, 
1924, p 582, Henderson, Supply and Demand, p 162 

* Pure Economics, p 184 

^ It IS sometimes held that Wiosor’s Law is only tiuo of a state t»f affairn 
in which the supphes of the factors of production aio fixed If these supplies 
are fiexible, it is urged, then the disutility piinciplo — the concept of rt*al <ost 
as real pains and sacrifices — comes into its own as an mdopondont pi me ijilei < >t 
explanation (Se© Edgeworth, Papers Delating to Political JJconomi/, \ ol in, 
pp 56—64, Robertson, Economic Fragments, p 21, \inei, “The ThtMiry oi 
Comparative Costs” m W eltwirtschafthches Archiv, Bd XXX\ I, pp 411 ff ) 
The objection is plausible but it is not ultimately \ahd ICcon i^hen vo are 
contempiatmg a situation in which the total aupplios of the fiutoxs actually 
used in production are fiexible, it is quite easy to show that Wiesor’s Law is 
stiE applicable Variations in the total supply of labour in produ< tivo mdustiy 
are accompanied by variations m the amount of tmio and energy which is acail 
able for other uses Variations m the supply of land in pioduction are accoin- 
pamed by changes m the supply of land put to consmnpti\o uses \ariatKms 
in the supply of capital are accompamod by variations in present t oubuiuption 
All economic changes are capable of bemg exhibited as forms of oxt hango And 
hence, as Wicksteed has shown, they can be exhibited fiiitiior as the resultant 
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of Wieser’s successors in tins jGield — particular the various 
writings of Professor Mayer — ^have brought home to us all its 
central importance as a umfying principle m the structure of 
modern analysis And, m the sphere of apphed economics, it 
becomes more and more clear that many of the most urgent 
problems of the day can be understood only in the hght of the 
knowledge that it furnishes ^ 

But there is one matter on which there is not yet full agree- 
ment It relates to the precise mode in which the displaced 
alternatives are to be conceived. Wieser’s usage is clear They 
are to be conceived m terms of values — terms of the values of 
the goods of the first order displaced The cost of production 
of one thing/’ said Wicksteed, is the margmal value of another 
thing ” 2 This IS the sense m which it has usually been under- 


of doniand operating \Mthin a gi\en technical environment (See Wicksteed, 
Common-sense of Political Economy^ especially Book I, chapter ix, also E X Weiss, 
“ Die Modeme Tendenz in der Lehre vom Geldwert ” Zeitschi iftfur V olkswirtscJiaftf 
Socialpolitiky nnd Veitualtung, Bd XIX, p 518, and Wicksell, Vorlesungen, 
Bd 1, p 159 ) It has been said that this becomes impossible if account be 
taken of the so called other advantages and disadvantages of different occupations 
Professor Viner, in the article cited above, has mged this particular objection 
The difficulty, however, seems to be capable of a simple solution If the other 
advantages and disadvantages are treated as joint products, the Wicksteed 
constructions can still be maintained 

^ An example should make this qmte plain The introduction of improved 
methods of production sometimes has the effect of causmg the price of the 
particular Ime of product concerned to fall below costs of production, and obser- 
vation of this fact has often led to the bekof that, therefore, the mechanism of 
free markets is incapable of dealmg with, the effects of scientific invention But 
what does such a situation imply ? Prices are below costs , the products fetch 
less than the amounts \\ Inch have to be paid for the factors which produce them 
But vhy is this’ If the factois wore completely specialised to the hne of pro- 
duction in question — i e if they had no mobihty — then, in a free system, their 
prices would fall automatically with the fall in the prices of their products 
There could bo no lasting disparity between prices and money costs But the 
costs ot transfeiablo factors, according to Wieser’s Law, are a reflection of their 
\ alue in other possible uses If, theiefore, in one line of production, costs of 
production are higher than puces, this moans, imdei our assumptions, that there 
are factois of production in that Ime which are more urgently demanded else- 
where — that the change in techmque creates a new equilibrium of factors As 
the tianslor takes place under the pressure of the costs disparities, there will be 
mo\oments of prices and costs tending to a restozation of profltabihty It 
follows, therefore, that, if technical progress is accompamed by more extensive 
disequilibrium, the causes must be sought outside the area covered by our 
assumptions, the market is not fioe, the monetary mechanism is not functioning 
properly There is nothmg m the institutions of exchange as such which makes 
technical progiess necessarily self-frustratmg This conclusion, which follows 
directly from Wieser’s Law, is surely a conclusion ofl considerable practical 
importance 

^ Op city p 382, cp also, Bosenstem-Rodan, “ Grenznutzen m Hand- 
worterbuch del Stciatswissenscliajteny Pfd. IV, pp 1198 ff 
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stood In recent yeais, however, it has been suggested in some 
quarters that they should be conceived m teims of techmcal 
quantities — ^in terms of the quantities (as distmct fiom the values) 
of the goods of the jSrst order which might have been produced 
This IS the procedure suggested by Professoi Kmght m his 
‘‘ Suggestion for Simplifying the Statement of the General Theory 
of Price ” ^ He invokes Adam Smith’s paiable of the beaver 
and the deer and concludes In sum, the cost of beavei is deei 
and the cost of deer is beaver, and that is the only objective and 
scientific content of the cost notion ” The same proceduie is 
adopted by Dr Haberler m his recent aiticle on the Theoi} of 
Comparative Cost ^ 

Now there can be no doubt that there is much that can be 
said for this suggestion The conception of costs as technical 
displacement has an objectivity and piccision which is in itsolf 
an advantage It has none of that elusiveness which seems to 
inheie m concepts involving subjective valuation jMoK'over, 
it IS true that in equilibrium the values of goods pioduced 'with 
common factors of production and vaiiabihty of tec hnical {coeffi- 
cients are necessarily in hainiony with their displacement cost 
ratios It has been well known since the time of the classical 
economists that this was the case with the products of simple 
unskilled labour This is, of course, the moral of the paialile of 
the beaver and the deer It is the achic\ement of Pi of essoi 
Kmght and Dr Haberler to have shown that the same gcmeiahsa- 
tion can be extended to cover the case of production with moie 
than one factor of production If the amount of a commoditv 
produced by a combination of factors of pioduciion is not the 
same as can be procured by devoting the same comlunation to 
the production of something else and procuring the first (‘om- 
modity by way of exchange, then clearly, if the conditions of 
production are techmcally variable, there will bo evoked mo\ e- 
ments which tend to bring about this harmony 

So far so good The argument seems overwdicimingly con- 
vincing But on closer mspection certain difficulties piesent 
themselves In the first place, it is important to recognise that 
there are wide areas where the conception of costs as technical 
displacements has clearly no apphcation This is the case if the 
productive process involve fixed techmcal coefiicients The 
imputation problem (and hence the cost problem) heie can only 

^ Journal of Political Economy yYol XXXVI, 1928, pp 132 70 

^ W eltwirtscJiafihches Aichtv, Bd XXXII, pp 353---70, ospeciallv tho noto on 

P 358 



1934] CEBTAIN ASPECTS OF THE THEORY OF COSTS 


be solved m value terms Costs of production m value terms can 
and will cbange with changes in demand ^ But the idea of changes 
in techmcal displacements in this instance has no meamng The 
same is true where we are considering commodities produced 
with different factors of production If A and B are produced 
with n and m and C and^ with p and q, there will exist exchange 
ratios between members of the first group and members of the 
second, but it is impossible to conceive of technical displacement 
cost ratios save within t|iem There may be an exchange ratio 
between A and T>, but when A is produced there is no techmcal 
quantity of D sacrificed Yet there will certainly exist costs of 
production in the value sense 

Moreover — and this is even more important — ^it is the central 
reqmrement of any theory of cost that it shall explain the actual 
resistances which production in any hne of industry encounters, 
that it shall explain to us the influences determming the elements 
of which account is taken by those responsible for production 
Now, there can be no doubt that these influences are of the nature 
of valuations The isolated producer thinks of the sac^fice he 
IS making by not pioducmg something else The ^tr^reneur 
in the exchange economy thinks of the prices he has ^pay for the 
factors of production In each case, although — as with all 
valuations — theie may be in the background a techmcal condi- 
tion, yet the final 'determinant is not merely technical The 
isolated producer thinks not merely of the quantity of goods he 
gives up, but of their place on the relative scale, compared with 
the place on the relative scale of the goods he acquires The 
puce which the entrepreneur pays for the factors of production 
he uses is determined not by the number of products which they 
can pioduce elsewhere, but by the value of such products Indeed 
it is most highly improbable that he knows at all the number of 
products which can be jn educed elsewheie All that he knows 
are values of the factois of production, which are, of couise, 
leflections of the value of other products If we reflect upon the 

^ Woe an soo this most clearly if we contemplate an extreme case Suppose 
a state of affairs in which two commodities are pioduced by the aid of two 
classes of factors of production — the factors entering into the manufacture of the 
two commodities in proportions which are different foi each commodity (For 
example, FA iiuolves 2a; and ly and FB la; and 2y ) Now suppose a shift of 
demand The relatu e scarcities of the factors and of the pioduets will change 
The cost of production (in money teims) of the commodity whose manufacture 
m\oKos the higher proportion of the factoi which has become relatively scarcer 
will rise The cost of pioduction of the commodity whose manufacture involves 
a liighei pioportion of tho factor which has become relatively less scarce will 
fall There is no movement of technical displacements which corresponds to 
this 
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way m which eqtiihbriiim is estahhshed, it is surely obvious that 
it IS only through regard for cost m the value sense that any 
harmony between technical displacements and prices can be 
conceived to come about It is only in equihbrmm that such a 
harmony exists In a state of disequihbnum, prices, costs and 
displacement ratios may all be different If we do not keep these 
things conceptually discrete, we cannot understand the actual 
process of equihbration This is not merely true of the Austiian 
approach. The condition that prices shall be equal to cost of 
production in the value sense is as essential a condition of equili- 
brium in the Walrasian system as the condition that marginal 
products shall be proportionate to factor prices 

For both these reasons, therefore, because there are whole 
areas where technical displacements aie not conceivable, and 
because it does not focus attention on the actual process of price 
formation, I conclude that the conception of costs as quantities 
of goods foregone is not acceptable No doubt the toclinical 
conditions of production play an important part in dotei mining 
the conditions of equihbrium But to make the cost concept 
purely techmeal is to deprive it of important analytical functions 
and to run the risk of misunderstanding We shall see that a very 
similar procedure underhes some of the deficiencies of paiticulai 
equilibrium analysis 

But this brings me to the second part of my paper the relation 
between this general conception of costs and the Maishalhan 
supply curve 

II 

According to Wieser’s Law, costs of ]iioduciion under com- 
petitive conditions are a reflection of the value of the alternatives 
which are displaced in order that the goods in that Imo of pro- 
duction may be produced and appropriated by the ultimate 
consumers That is to say, they are essentially a leilection of 
the strength of excluded demands — demands both foi the sp(‘C‘ifie 
factors speciahsed to such Imes of production and the non-specitic 
factors capable of employment elsewhere It seems to follov 
that, in the normal case, at the point of equilibrium, just as 
demand price will be decreasing, so will cost be increasing This 
IS quite obvious m the case of equihbiium of two commodities 
To push production beyond that pomt would involve a product 
of dimmishmg relative utihty — ^that is, a sacrifice of inci eased 
relative utihty I do not thmk that the situation is funda- 
mentally changed when we consider many commodities Nor do 
I think that, m this connection, it is necessary to take account of 
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the possibilities of unusual utihty functions To move in any 
direction from a position of eqmlibnum is to encounter increased 
resistance this is the fundamental conception 

But if this IS so, what are we to say of the constructions, so 
famihar in the Marshalhan system of what is sometimes called — 
in my opmion not very helpfully — '' partial equilibrium analysis 
the supply curve parallel to the x axis, and the supply curve with 
jfc>negative mclmation “2 At first sight w© seem to be faced with a 
complete contradiction Here are constructions which, if they 
are vahd, seem to point to a defimte rejection of our fundamental 
conception, while if is vahd, seem themselves to be doomed to 
be reject<|^ Nor are we in any way reassured when, turmng to 
post-Marshalhan criticism, we find it stated on high authority 
that, for the analysis of competitive conditions — and, of course, 
it IS competitive conditions which are m question — constant cost 
IS to be regarded as the normal and increasing cost as the qmte 
exceptional condition ^ We seem to have discovered a major 
inconsistency m the very centre of the corpus of pure economies 

Now m circumstances of this kmd, before concluding that it 
IS necessary to make a complete break with one or other of the 
apparently conflicting usages, it is always advisable to inquire 
more closely mto the implicit assumptions on which they proceed 
Again and again m the history of economic thought, the apparent 
contradiction between different usages has come to be seen to 
rest not upon deficiencies of logic on the one side or the other, 
but upon differences of assumption concerning the problem to be 
solved This was notoriously so m the case of the histone 
disputes regarding the Theory of Kent ^ A similar difference 
can, I third?:, be shown to underhe part at least of this apparent 
contradiction m the Theory of Costs 

For if we look more closely at the constructions m question, 
it becomes fairly clear that they are appropriate to the investiga- 
tion of fundamentally separate problems The general proposi- 
tions regarding costs which sprmg from Wieser’s Law are essentially 
a description of the conditions of eqmhbrium They answer the 
question, what would happen to costs if, from a position of 
eqmhbrium — other things remaining equal — ^it were attempted to 

^ P Sraffa, “ Th© Laws of Costs under Competitive Conditions,” Ecoitomio 
JoTTBiTAi., 1926, pp 535, 550 

® I Lave attempted to mdicate some of the more important of such, cases 
in an article entitled “ On a Certain Ambiguity m the Conception of Stationary 
Equilibrium,” Economic Journal, 1930, pp 194-214 The present paper is to 
be regarded as essentially a contmuation of the same tram of thought — ^but 
apphed to a wider area than th© simple analysis of final equilibrium 
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increase or dimirash production in any particular line of industry 
The constructions which we associate with particular equihbrium 
analysis, on the other hand, deal with what would happen if 
other things were varied , i e li production were to he increased in 
response to an increase in demand That is to say, that they are 
essentially germane to a Theory of Variations They relate not 
to forces which mamtain equihbrmm once it is established, but 
rather to the differences between one equilibrium position and 
another 

Once this is realised the apparent contradiction which we have 
been considering vanishes If other thmgs do not change and 
it is attempted to increase the supply of a certain product, from 
the point of equilibrium, then it is natural that costs should rise, 
for the increase must be brought about by the use of factors which 
are more urgently demanded elsewhere But if other tlungs 
change — if, for instance, there is an increase in the demand foi 
this hne of product — ^then an increase of production to meet it 
need not encounter such an increased resistance The change in 
the data which is characterised by the increase in demand heie 
must be accompamed by a diminution of demand elsewhere, and 
this may be such as to release factors of production m such 
measure as to peimit the necessary extension at constant, or even 
at dimimshing cost Once the data change, there is no pre- 
sumption that an increase in output of a particular land must be 
accompamed by more than proportionately increased outlay 

There is, therefore, no fundamental incompatibility between 
the imphcations of Wieser’s Law and the constructions of }>ai- 
ticular equihbrium ” cost analysis But it still remains to 
decide what degree of validity is to be attributed to these con- 
structions in the actual connections in which they most 
frequently employed 

If what I have been urging is correct, it seems cleai that we 
cannot regard the Marshallian supply curves as seiving the exact 
puiposes of any causal explanation They are rather to bo 
regarded as providing schemata of certain possibilities of I'Jnce 
variation If the demand varies in this way and if the cost varies 
in this way, then it is imphcit in these assumptions that the price 
will change in tins way They provide, as it weie, a convenient 
shorthand note of different ways in which paitieulai changes may 
be regarded According to Edgeworth, ‘ movement along a 
supply and demand curve of mternational trade should be le- 
garded as attended with rearrangements of internal tiade . as 
the movements of the hand of a clock corresponds to considerable 
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unseen movements of the machmery ” ^ It is the imphcation of 
what I have already said, that this too must he the way m which 
we should view the supply curves of the theory of domestic values, 
if our usage is not to be out of harmony with the more precise 
imphcations of general equilibrium analysis They are notes of 
the imphcations of given changes of the general conditions of 
demand and supply, even though one curve is not shifted 

If this IS true, it follows that the construction m question must 
have a very hunted vahdity foi the analysis of the ultimate 
conditions of equihbrium Its essential function is to facihtate 
the examination of what happens when certain conditions are 
varied The assumption which underlies its use in descriptions 
of final eqmhbrium, that all possible variations outside the 
particular industry or market under consideration may be 
neglected, is essentially incompatible with the assumptions upon 
which any exhaustive description of such conditions must neces- 
sarily be based This, indeed, is only another way of putting the 
point which has already been made The assumption that the 
factors of pioduction have an infinitely elastic supply leads to a 
concentration on the purely techmcal features of the situation 
which necessarily misleads when the conditions of final equilibrium 
have to be determmed The objection made earher to the Ejnight- 
Haberler method of treatmg techmcal displacements as equivalent 
to value costs, apphes much more strongly to a treatment of value 
costs which proceeds as if only techmcal determinants were rele- 
vant It IS qmte true that, in a condition of competitive equihbrium, 
the prices of factors common to different industries are the same 
for the different industries concerned But this is one of the 
results of the equihbratmg process It cannot be assumed to be 
a condition which^ would necessarily persist, weie the othei 
relations in the equihbrium disturbed Yet this, of course, is the 
implication of a constant cost ” supply curve which is prolonged 
on eithei side of the pomt of equilibrium intersection 

Now, no doubt, once we get away from the hypothesis of puie 
competition, there are many problems in which the technical 
element is so predommant that, for certain purposes, constructions 
which focus attention upon such elements are permissible and 

^ Papers Relating to PoUtical Economy^ Vol II, p 32 Of course, tins usage 
of the integral curves, which assumes other commodities besides those registered 
on the co-ordinates to bo produced in the economy under consideration, must be 
distmguished from the use of similar curves under the assumption that only two 
commodities are capable of coming into existence There are objections to the 
use of such an apparatus, well known to all readers of Pareto, but it is arguable 
that if Marshall had proceeded on these hnes he would have been much more 
reluctant to adopt his compromise constructions than m fact he was 
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helpful It IS well known that this is so m the case of the theory 
of monopoly Hecent work suggests that it is so in the case of 
the analysis of imperfect competition 

But such uses have their hmitations It is clear that they 
may be very defimtely misleading when it is a question of deciding 
the significance for the economic system as a whole of one equi- 
hbrium position as compared with another As I have argued 
elsewhere,^ I am of the view that most mvestigations of this sort 
beg other, more fundamental, methodological questions But, 
putting this on one side, it is surely clear that constiuctions which 
depend on the assumption that other thmgs elsewhere remain 
unchanged, must necessarily lead to false conclusions vhen it is a 
question of estimatmg the total sigmficance of changes which, by 
definition, cannot be unaccompamed by changes elsewhoie 

A simple example will make this clear In the analysis of 
monopoly, for certam purposes the apparatus of inteisecting 
demand and supply curves provides first approximations which 
are acceptable But in any attempt to discover the significance 
for the economic system as a whole of monopoly m any hne of 
industry it is open to very grave objections For the assumption 
on which it proceeds — ^the assumption that other thmgs lemain 
equal — ^is mcompatible with the most obvious implication of 
monopohstic restrictions, namely, the assumption that, smce 
the number of factors employed m the monopolised industiy is 
different from what would otherwise have been the case, their 
productivity in price terms must necessarily be different It is 
illegitimate to argue that this change is of the second order of 
smalls It may be of the second order of smalls for the monopolist's 
price pohcy It may be of the second order of smalls in each of 
the other branches of industry affected, but for all the other 
branches of industry taken collectively it must be of a magnitude 
comparable m the umverse of discourse — ^the social " effect 
of the pohcy — ^with the magnitude of the primary \aiiation 
The objection, it will be noted, is almost exactly symmetrical 
with the fundamental objection to the use of the concept of 
consumers' surplus 

The case I have chosen is, of course, a very simple one 1 
should be very sorry to be understood as suggesting that those 
who use the apparatus I am discussing more frequently than I 
would care to do, are likely to be unaware of the proposition it 
exemplifies But experience of the contioversies of the last 

^ See my Essay on the Nature and Siyrnficance of Economic aSl teni e, c hapU*i \ i. 
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twenty years does, I tlnnk, suggest that the use of supply curves, 
rather than the apparatus of general eqmhhrium analysis, in dis- 
cussing questions of this sort, carries with it dangers which may 
entrap even the subtlest and acutest intellects There is a 
passage in the late Professor Young’s critique of Professor Pigou’s 
former position with regard to dimimshmg return mdustries ^ 
which has always seemed to me to be especially sigmficant m this 
respect although, curiously enough, it has not attracted as much 
attention as other parts of the article The problem as a whole, 
it seems to me,” he says, “ is one to which the general theory of 
the dimimshing productivity of mdividual factors is appropriate 
rather than the curve of margmal supply prices ” ^ A fallacy 
which ensnared both Edgeworth and Professor Pigou is one which 
must necessarily be regarded as pecuharly deceptive But I 
doubt very much whether they would have been thus ensnared 
if, instead of approaching the problem from the point of view 
of the intersecting curves of particular equilibrium analysis, they 
had started from the margmal productivity theorems — ^the 
example jpar excellence of the general equilibrium approach 

III 

I hope I have said enough to make clear my view that there 
are profound dangers in any approach to the cost problem which 
identifies cost with the merely technical or which treats costs as 
if only techmcal influences were significant It is, therefore, 
with an easy conscience that I can advance to an examination of 
certain aspects of the relation between costs and productivity in 
the technical sense 

There is no need for me to detain the reader with an examma- 
tion of those variations of technical productivity which lead to 
increasing supply price This is one of those parts of economic 
analysis where there is httle ground for disagreement on purely 
analytical considerations Dr Srafla, who is sceptical of the 
importance of the conception, bases his scepticism avowedly 
upon empirical grounds Cases where one hne of production 
utilises so large a proportion of the total supply of any factor of 
production that changes m the demand for the product will brmg 

1 Wealth and Welfa?e, pp 172-79 

® Quarterly Journal of Economics, Vol XXVII, p 676,ets6q See also 
Knight, “ Fallacies m the Interpretation of Social Cost,” Quarterly Journal of 
Economics, 1924, pp 218—29 Professor Pigou’s retraction of his original pro- 
position IS to be found in the second edition of the Economics of Welfare, p 194, 
Edgeworth’s endorsement of this retraction in his review of tins volume, “ The 
Doctrine of Social Net Product,” Economio JoxnwTAn, 1925, pp 30 
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about changes m its price, he thinks, are rare This view is, 
apparently, shared by Professor Knight Whether or not one 
regards this as having prima facie plausibihty, depends in pait, 
I think, upon one’s views on the classification of the factors of 
production It sounds much more plausible if one thinl^s of two 
factors of production than if one thinks of many But, in any 
case, no analytical issue is at stake 

But, on the other hand, when we come to those technical 
conditions which lead to dimmishing supply puce we find a ver^^ 
different state of affairs The broad consideiations involved in 
the discussion of imperfect competition and monopoly aie, pei- 
haps, not open to serious question But the piobleins of diminish- 
ing costs under competition are still the subject of dispute and it 
IS mterestmg to linger a httle in tins region 

We have seen already that if demand for a paiticular com- 
modity increases, it may be accompanied by changes in demand 
elsewhere such as to cheapen the factois of production in the 
line of production in question This is a possibility which emerges 
from general equihbrium theory, but it is not the possibility with 
which I wish to concern myself m this connection What I want 
to do rather is to concentrate ujion the possibility of cost i educ- 
tions winch are due to the operation of technical factors 

Now, at the present time it is generally agreed that, under 
purely competitive conditions, such reductions must be the effect, 
m the first instance, of the operation of external economies That 
is clear even if, with Marshall and Mr Shove, we lecognise tliat 
the operation of external economies may be accompanied 
changes m the optimal size of fiims which themselves involve 
cost reduction Unless external economies are ojierative, the 
technical influences making for diminishing costs will exluiust 
themselves before the first point of competitive equilibrium is 
reached The influences making for cost reduction must be 
outside the firms whose costs pei unit are iindei obseivation 

So far so good, but now the question aiises wl^y the exfeinal 
economies operate only as the scale of inci*eases 

Clearly, the answer is that it does not pay to initiate the entei prises 
from which they spring until the demand foi the ultimate piodiice 
is of a certain size The doctrine of external economies, as Young 
emphasised, is merely one way of introducing into analytical 
constructions the old Smithian doctrine of the advantages of 
division of labour It is one of the most famihai jilatitiides of 
this doctrine that the wader the market the widei the division of 
labour which is made possible 
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But tins does not completely answer our question For we 
still remain in the dark concermng the reason why the advantages 
of division of labour must wait upon extensions of the market 
Why cannot the various cost-reducing divisions take place ah 
but each on a smaller scale ^ If we put the question in this 
way, the answer is obvious For techmcal reasons they cannot 
be on a smaller scale The quantities of factors which are 
exploited in a progressive division of labour are indivisible below a 
certain absolute size Division of labour, external economies, 
depend upon demand conditions which render mdivisible potenti- 
ahties of production profitable 

But to solve the question m this way is only to find ourselves 
confronted with another We have explamed the possibihty 
of dimimshmg costs in this sense by invokmg the existence of 
indivisibility in the methods of production But the assumption 
of competition seems to preclude the existence of mdivisible 
factors 5 in a fully competitive situation, the factors of production 
must be capable of infinite division — or, in practical terms, of 
such degree of divisibihty as to preclude the existence of any 
increasing return combination, usmg the term in its techmcal 
sense How then, as the market enlarges with a general increase 
of factors of production, can we assume indivisibihty to be 
exploited ^ 

The answer is, I thmk, to be found in the distinction between 
actual and potential uses of factors of production It may very 
well be the case that, given the total conditions of production, 
productive factors are sufficiently divisible in all the uses to which 
they are put for the situation to be regarded as competitive. 
But it IS quite possible, at the same time, that some of these 
factors have potential uses o/ a different sort which, because of their 
technical indivisibihty, are not exploited until the system as a 
whole, 01 large parts of it, has expanded This, I beheve, is a 
proposition which throws light, not only on the questions we aie 
discussing, but also upon widei questions of localisation and 
general population theory Let me try to explain what I mean 

Let me start with the simplest possible example Among 
a group of independent producers of some simple product there 
may be one producer who has special skill at — shall we say — 
marketmg As a marketer he is greatly superior to the others 
As a producer of the simple product he has equal skill But his 
skill as a marketer cannot be satisfactorily employed unless there 
IS a certam mimmum quantity of marketmg to do Until demand 
has reached that pomt, therefore, he appears m the system as a 
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prouder of units of simple homogeneous undifferentiated labour 
like the rest* The competitive situation is stable But beyond 
that pomt he emerges m a new role He is now another factor 
of production — thitherto not appearing in the equations of equi- 
librium. At first, of course, m this situation he may be in a 
monopohstic position But until the pomt at which it paid to 
employ him in this way the situation was fully competitive 

The example I have given is one which can be supposed to 
occur under conditions which, to all mtents and purposes, may 
be regarded as acapitalistic — that is, a condition in which pro- 
duction has not yet become, in important senses, roundabout 
conditions in which there is little vertical division of labour 
But, of course, it is under more fully developed capitalistic 
conditions that the phenomena which it typifies become important 
As capital accumulates, and demand increases, it pays to combine 
original factors of production, hitherto used in other ways, to 
produce technically indivisible means of production — machines, 
means of transport, and so on, which hitherto, because of then 
indivisibility, have not figured in the realised system of productive 
combinations at all (If we think of the way in which cajiital 
accumulation has made possible the utilisation of indivisible 
transport systems, we can see how important considerations of 
this sort must be m any theory of localisation ) It is clear that 
the advantages of roundabout production are essentially the 
advantages of this vertical division of laboui and that another 
way of describing them is to say that they consist in the pio- 
giessive exploitation of potential methods of pioduetion excluded 
in less expanded systems by then technical indivisibility 

It IS in this sense, I take it, that we are to inteipiet the thcoiy 
of increasmg returns developed by the late Professor Young 

in his piesidential address to the British Association ^ And it m 
worth noting, as he showed, how the phenomena in question 
escape the apparatus of particular equilibiium analysis and, 
indeed, involve changes which are quite incompatible yith its 
assumptions Granted the assumption of the Youiigian analysis, 
we can see how dimimshing costs can be regarded as impUcit in 
a situation which is actually competitive But we see, too, tliat 
such developments are to be regarded as being much more piobably 
the function of the development of many industries than of one 
of them We see too — and this is, perhaps, the more important 

1 I ought perhaps to state exphcitly that this m nioxoly an iiitorprotatwn. 
It IS not a transimssioa of any esoteric oral tradition My own mows on those 
matters spring chiefly from reflections on the remarks on tho vauations of pro- 
ductivity in Taylor’s Principles of Economics^ pp 141—2 
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point — ^that the diminution of costs here contemplated is essentially 
the product of vertical division of labour — ^that is, of the dis- 
integration of industries Neither of these things is compatible 
with the implications of the supply curve This seems to con- 
stitute a presumption that the use of this instrument m the 
analysis of variation may well involve a concentration on the 
insigmficant exception to the neglect of what, both from the point 
of view of theory and practice, must be regarded as the typical 
and sigmficant cases 

IV 

So far in this paper, the propositions I have discussed have, 
for the most part, dealt with variations of costs in terms of what 
has been well called comparative statics That is to say, they 
consist essentially of a comparison of two states of eqmhbrium, 
and an investigation of the causes of difference The demand 
for a group of products increases so that in the new eqmhbrium 
position factor prices and costs of production are different, and 
so on They do little to elucidate the actual process of change — 
the path followed through time between one equilibrium position 
and the other ^ This is notoriously the field of theoretical 
economics m which least has been done and in which most remains 
still to do In concluding this survey, therefore, it seems appro- 
priate to add certain remarks on this matter 

It IS not necessary, in this connection, to expatiate on the 
significance of the Austrian contribution to this theory It is 
clear that, in the characteristically Austrian constructions, we 
have a technique which is pre-eminently suited to the explanation 
of the phenomena of movement On the demand side, the con- 
ception of the dependent use (abhangige nutzen) , on the supply 
side, the conception of the displaced alternative — here we are 
dealing with elements which are the actual focus of attention of 
the economic subjects through whom changes come about No 
one who has followed Wicksteed’s exposition of the continuous 
lelevance of Wieser’s Law to the explanation of change ^ can 

^ The distinction between these two stages of the theory of variations is 
not often clearly recognised m the Enghsh and American literature It is, how- 
ever, \ery clearly stated by Pareto (JiTanMaZ, p 14:7), and it has recently been 
th© subject of important studies by Mayer, Hosenstem-Hodan and Schams See 
Mayer, “ IDer Erkenntmswert der funJktionellen Preistheorien,” W^rtschafts- 
theorie der Qegenwart, Bd II, pp 146-239 , Bosenstein-Rodan, “ Das Zeitmoment m 
der mathematischen Theorie des wirtschaftlichen Gleichgewiehtes,” Ze^tschr^ft 
fur f7at^onal^IconQm^e, Bd I, pp 129—42 , Schams, “ Komparatives Statik,” 
ZeitacJir^ft fur Ncdtonalokonomie, Bd II, pp 27-61 See also my article on 
Production m the Encyclopedia of the Social Sciences 

2 Common-sense of Political Economy, Book I, chapter ix 
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doubt that the mam instrument oi explanation in tiiis field has 
already been devised ’■ 

These things are well known Hather than linger in this 
neighbourhood, it is more profitable to tiiin once more to the 
Marshallian system Tor here we have theoiies in which pro- 
positions which are true and helpful aie not altogether dis- 
entangled from w^ays of expiession w^hich sometimes give irse to 
misapprehension. 

The Marshallian doctiine of shoit and long peiuxl piico is 
essentially an attempt to provide a theory of price change m 
terms of the length of time which is taken to oveiconie vaiious 
techmcal obstacles on the supply side The lelative speciiK‘ity 
— ^to use Wieser’s term — of productive factors means tliat the 
immediate response to a change in the conditions of demiand oi 
supply IS not necessarily a response to an idtimate equihbiiuin 
position To take Marshall’s own example in the short peiiod 
a change in the demand for fish will be met by an inci eased output 
from existing fishermen and a more intensive use of fishing geai 
already in existence In the long ]p®3:iod, how er — 1 use 
Marshall’s own words — ‘‘ the normal supply pi ice is governed 

by a different set of causes, and with diffeient results ” “ Capital 
and labour come into the industry or leave it , the fixed equip- 
ment involved is augmented or depleted In the sphcio of cost 
theory, this leads to the distinction between prime and supple- 
mentary expenses , in the sphere of distribution tlieory, to the 
distinction between quasi -rents and inteicst 

JSTow there can be no doubt that this dootiine contains much 
that IS most valuable and impoitant Tiic distinction between 
the immediate and more distant effects of a given change m 
demand, the imposition of a small tax, and so on and so foith— 
this is one of the most sigmficant distinctions of the theoiy of 
variations, and it is one of Maishall’s most conspicaious achieve- 
ments that it has become umversally lecognised None the less 
as it stances, it is by no means immune fiom eiitn ism in pai tic u- 
lar, two criticisms suggest themselves 

In the first place, it may be suggested that it is liable to give 


1 It IS significant m tins connection that, hi&fcoiiiallj , the Austrian theories 
are said to have sprung from Menger’s inabihty to explain the short term iim t na- 
tions of produce and stock markets m terms of the classical generalmations It 
IS clear that, for the most part, the classical theories are to bo regarded as theoricB 
of comparative statics (m the sense explamed abov o) -w ith the diilerences bot%% een 
successive states of equihbrium explained in teclinical terms The c\age fund 
theory in certain aspects has, of couise, a moio dynamic cliaractci 
^ JPrznctples, 8th edition, p 370 
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rise to considerable misapprehension if one speaks, as Marshall 
does in the passage I have quoted, as if the causes operatmg in 
the long run are different from the causes operating in the short 
Given a change in the data and the other fundamental conditions 
— including, as we shall see, what other people think about the 
data — ^the process of price change through time is determinate 
The path followed by price, the rate and magmtude of the change, 
IS determined by the total situation Although the effects of the 
different conditions operative may show themselves at different 
points in the path, it is misleading to speak as if, from the moment 
of change onward, they were not each in operation When the 
demand for fish increases, if it is supposed that the increase will 
be permanent, there is not an interval which elapses before the 
“ long period tendencies ” begin to operate They operate from 
the begmmng, but, owing to their nature, their effects are not 
mamfest until some time has elapsed It is therefore arguable, 
I think, that to have different labels for the discussion of long and 
shoit period effects here is liable to veil the essentially continuous 
nature of the economic process Shoit period and long period 
theory in this sense do not explain different processes They 
explain different sections of the same process It would be absurd 
to suggest that this was not known to Marshall But it is none 
the less tiue that his parti culai mode of expressing himself has 
sometimes led to its being overlooked by his readers 

Secondly — and this criticism is more substantial — ^here too, 
as in other Marshalhan constructions which we have examined, 
it may be objected that the emphasis tends to have too techmcal 
a complexion No doubt, the technical obstacles to change, the 
resistances through time, are fundamental But it should be 
clear that, given the range of techmcal obstacles, the obstacles 
that will actually be encountered in any process of adaptation 
depend essentially upon estimates of the permanence of the change 
to which the adaptation is a response The change which is 
expected to last for a short period invokes responses essentially 
difteient from the responses which are evoked by the change 
which is expected to be permanent What are prime, and what 
are supplementary expenses depend essentially upon the length 
of time over which a change of output is expected to be operative. 
Thus, if by long period we understand a period long enough for 
final equilibrium to be reached, we can say that the length of the 
period is not only a function of the magmtude of the techmcal 
obstacles but also of the expectations entertamed by the producers 
The time it takes for an industry to become adapted to a per- 
No. 173 VOL XLIV. o 
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manent shrinkage of demand depends m part upon the I'ate of 
physical depreciation But it depends, too, upon the length of 
time taken by producers to become convinced that the change is 
permanent. 

It seems, therefore, that, m a complete theory of costs, the 
part played by the estimates of the future of the various producers 
concerned will play a larger part than it plays in the original 
Marshalhan doctrme But, if this is so, then a further change is 
probable, which will necessarily bring this part of cost theory into 
more intimate relations with the other parts of the theory of change 
There are certain cases of changes in data where difterent degrees 
of foresight on the part of produceis have little effect save on the 
rate of adaptation A single-lme change of demand for con- 
sumer's goods in a system otherwise m even balance may be a case 
of this sort Here, perhaps, the old single-lme methods of cost 
analysis may be sufficient to explam the total movement But 
there are other cases where the different estimates on the part of 
producers will themselves bring about further changes in the 
general situation a simultaneous falling off of demand for the 
products of a large group of industries, as at the turn of a trade 
cycle, is an instance Here, not merely the immediate policy of 
the producers concerned, but the futuie course of the general 
oscillation will be, in part at any rate, dctex mined by expectations 
of the kmd here discussed And here, single-line analysis is 
patently inadequate If the cost problem here is to be handled 
properly, it must be dealt with m conjunction with the theoiy of 
economic fluctuations It is probable that the evtiaoicimai^^ 
sterihty of much contemporary thought on the pioblems of ovei- 
head costs and surplus capacity is due to the fact that this junction 
has not yet been satisfactorily effected 

LIO^EI* Robbins 

London School of Economics 



PROFESSOR PIGOU’S THEORY OF UNEMPLOYMENT 

The Theory of Unemployment By Pbofessob A C PiGOir 
(London Macmillan & Co 1933 Pp xxvi + 319 155 ) 

The reviewer of Professor Pigon’s Theory of Unemployment 
must needs feel abashed by the task which confronts him For 
this work IS a supreme intellectual achievement, a masterpiece 
of close and coherent reasoning Professor Pigou has summoned 
his full powers of analysis and applied them with unflagging 
vigour The book contains about three hundred pages and 
almost every one is tightly packed with ratiocination Moreover, 
it IS a coherent whole with all its parts interrelated, and the 
significance of the parts can only be fully apprehended when 
their relation to the whole is apprehended 

The difficulty which, it must be acknowledged, this book 
presents to the leader is not due to any obscurity in its writing 
On the contrary. Professor Pigou shows here, as always, a superb 
command of clear expression Terms are not used without 
definition and the definitions are pellucid and precise Indeed 
his conscientious care to be unambiguous should be taken as a 
model at this time when intrinsically obscure economic writing 
abounds 

His method of presentation is extremely austere The polished 
surface of his pages is free of ornamentation Every word is 
relevant and carries the argument on It has been his custom 
m earlier works to illustrate particular points by quotations 
from specialist writers This form of relaxation for the reader 
has been reduced to a minimum in the work under review 
Moieover, he wastes no time in barren controveisy , it is his 
purpose to construct and not to destroy He resists the temptation 
to use his great powers to lay other economists low When 
particular views have to be refuted for the sake of his argument, 
his victims are almost always anonymous in these pages If a 
name is invoked, it is usually to quote with approval Nor, 
despite his own high standards, is there any expression of methodo- 
logical arrogance or contempt for the clumsier weapons of others 
He contents himself with one leference in the Preface to those 
“ vo?iters on economic subjects, unacquainted with this tool 
[the differential calculus], who lesent its use by others ” A 

c 2 
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touch of iiony may also be detected m the expiession “ popular 
writers,” who are made to suppose that “ when the elasticity 
of demand for labour’s contribution of piocessmg is gieatei than 
unity ovei the relevant range, impiovements in x^ioclR^^tivity 
necessarily lead to increases in the quantity of labour demanded 
at the standing real-wage rate ” (p 114) A ciude enough eiioi 
in all conscience ^ 

Yet in spite of the gieat beauty, the exquisite woikinanshi}>, 
the painstaking lucidity of these pages, it cannot be denied that 
they make tough and laborious readmg One is tempted to 
search foi the true cause of the difficulty It is the case that close 
leasonmg of this kind necessarily requires a severe elToit of 
attention It is the case also that Professoi Pigou is sometimes 
a little cr3q)tic, so that the readei has either to take his conclusions 
on tiust or, in the absence of a superior mathematical intuition, 
to verify them by a more elaborate method with pencil and papei 
I do not refer only to the solution of equations but to sections 
of the literaiy argument which have mathematical im])hcati()ns 
But these facts do not explain the w^hole, oi even the most set lous 
part of, the difficulty 

This IS due to somewhat diffeient causes in oidei to build 
up his system, Professoi Pigou has to soit out the ia<‘is of real 
hfe so as to frame certain clear-cut concepts foi use in his analysis 
Now the student of economics, for whom this book is pumaiily 
intended (vzde Preface, p v), usually has a certain framewoik 
of concepts which he has acquired by dint of studjung the 
principal hterature of the subject At evei y point when Professor 
Pigou sorts out the phenomena so as to define a now concept, 
and these points occur frequently, the leader is bound, if he is to 
profit by this book, to ask himself how' fai the concepts so fi iinied 
correspond with those which pre-exist in his own mind, whet hoi 
they are moie or less relevant to the real world, and w hat relations 
the conclusions reached with their aid ouglit to ha\o to liis own 
preconceived ideas If the conclusions diffoi fiom Ins own views, 
is this difierence apparent only and due to a diffeien(*e of <lefmi- 
tions ? Or IS it a real difieience ^ If so, a good deal of tianslat ion 
is needed to discover if and why his own ideas weie eiioncoiiH 
A fundamental work of this kind will not have seiwed its full 
purpose unless the reader can permanently embody some of its 
propositions in his own woikmg stock of principles Ho will 
probably he unwilling to abandon Ins old concepts completely 
and start his economic life de novo In this ease he w ill be com- 
pelled to do much translation and le-translation, if he is to dciive 
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tlie full benefit of Professor Pigou’s work, and this process entails 
enormous labour I do not suggest that Professor Pigou could 
by any device have spared the reader this trouble, if he was to say 
what he had to say For unfortunately the technique of economic 
analysis is at present only standardised m very small measure, 
and any set of concepts that would prove easy for one reader 
would probably be extremely irksome to some other 

But there is a difficulty in Professor Pigou’s work closely 
connected with this fact which might perhaps have been avoided 
The salient steps in his arguments are not strongly underlined 
It IS really only at these steps that it ought to be incumbent on 
the reader to translate Professor Pigou ’s concepts into his own 
for purposes of verification and true understanding But, in 
fact, since he is never quite sure when a sahent step is occurimg, 
he feels it necessary to do a great deal of translating and retrans- 
lating at points where this is not really necessaiy, that is, at 
stages in the reasoning which are, in fact, subordinate, but 
which he does not clearly perceive to be subordinate until he 
has finished the whole book and reads it for a second time He 
IS thus led into much labour which he might have avoided The 
surface of the text is uniform and monotonous There is, it is 
true, a great charm in this manner If Columbus sets the discoveiy 
of America on an equal footing with his other daily adventures 
without emphasis or passion, the reader’s thrill is enhanced and 
not dimimshed This monotony of surface would call for nothing 
but praise, if only the subject-matter were not so difficult 
Unfortunately, on this particular voyage, the reader does not 
know beforehand what America is or whether its discovery is 
of any importance If this is never explained for him, he is in 
serious danger of completing his study of the journal without 
ever appreciating the great thing that he has been told 

The principal weapons which Professor Pigou uses for his 
attack on the problem of unemployment are the theory of 
marginal productivity and a theory which bears close kinship 
with the old Wages Fund theory, and which we may christen 
the Wage-Goods Fund theoiy This revival is a welcome one 
“ Popular writers ” have been in the habit of stating that the 
old classical theories of this type have been long since disproved 
and superseded by the marginal productivity theoiy Such 
statements are both erroneous and harmful These old theories 
are firmly founded on tautology, and may well prove, as is evidenced 
by Professor Pigou’s book, to be most useful analytical tools 
Nor is there any incompatibility between them and the modern 
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theory of marginal productivity Piofessoi Pigou is able to use 
both the old and the new in the utmost haiinony, without apology 
or defence he fits them neatly together with gioat artistr'^" 
His use of the Wage-Goods Fund theory does not ini])lv a i ejection 
of the Wages Fund theory in its strict classical form, for these 
two may also be fitted together But for the ]>urpose m hand 
Professor Pigou does not require the Wages Fund t heoi v 

Professor Pigou has two mam themes, the volume of employ- 
ment m particular industries and the volume of emjiloyment as 
a whole (as well as their mutual reactions) Of his treatment of 
the former topic, which he conducts with great subtlety’' and 
beauty both in the earlier and final parts of the book, and of the 
many interesting propositions which be deduces, space foibids 
me to speak I shall confine myself to some lemarks on his 
treatment of employment as a whole 

Even heie I shall limit myself severely, and consider mainly 
his advocacy of the case that wage reductions are likely to lie 
associated with an expansion of employment This pioposition 
IS of great general interest and it is of imjioitance to sciulinise 
most closely how securely it is founded 

Professor Pigou begins by analysing the matter in leal '' 
terms and then proceeds to a monetaiv analysis Theie is, 
however, embedded in his real treatment one monetary c hapter ^ 
I shall consider this first, for it forms an indispensable link in the 
chain of argument favourable to the view that m the loal \vorld 
a wage reduction would lead to increased emp]o\ ment, and 
then proceed to consider his ‘^leal ’’ tieatment geneiallv 

‘‘ Meditation along these lines,” he writes, ' has sugiiosied 
to some persons the view that m actual life reductions in the 
money rates of w^ages would simply be reflected m a juojioitional 
fall in prices, so that no effect whatever eithei on the real rate 
of wages or on the volume of labour demanded w ould be produced ” 
He examines this view and rejects it His gioumls lue as 
follows He supposes wages to constitute the wdiole of prime 
costs These fall, therefore, in the same proportion as w<igeH 
The purchasing power of wage-eainers falls m the same pi opoi t ion 
But, “ at the outset nothmg has happened to non-wage-eaineis’ 
money income ” Consequently purchasing powoi as a whole and, 
while output IS constant, the general level of puces wall fall less 
than wage-earners’ purchasing power and prime costs Con- 
sequently there will be, on average, an excess of price over prime 
cost and a stimulus to expansion The crucial pioposition is that 

1 Part II, Chapter X 
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“ at the outset nothing has happened to non- wage-earners’ 
money income ” In that the question is really begged Has 
nothing happened 

It must be remembered that payments to supplementary 
factors are residual It cannot be known what happens to these 
even ‘‘ at the outset,” until it is known what happens at the 
outset to the general level of prices Yet what happens to the 
general level of prices depends on what happens to the volume 
of non-wage-earners’ money expenditure This in turn depends 
on what happens to their incomes No solution, therefore, can 
be reached on these lines 

By way of hypothesis we may suppose that at the outset 
profit -earners maintam their old real level of purchases If 
they do this, the stream of purchasing power and the level of 
prices will be reduced by as much as the level of prime costs and 

This IS a matter of very simple arithmetic, but the opposite 
view IS so widely prevalent that it may be well to set it out 
exphcitly Let x, the unknown term, represent the fall in the 
amount of money expended as a fraction of the old amount This 
will also represent the mitial fall of prices before the reaction 
on output IS taken into account x is equal to the sum of two 
fractions, namely, the fraction showing the reduction of wage- 
earners’ money expenditure divided by the previous expenditure 
of the whole commumty, and the fraction showing the reduction 
of non-wage-earners’ expenditure divided by the previous expendi- 
ture of the whole commumty^ Let be the fraction of total 
expenditure formerly contributed by wage-earners and (1 — g) 
the fraction formerly contributed by non-wage-earners Let ^ 
be the i eduction of wages expressed as a fraction of the old wages 
The first of the two fractions, the sum of which is equal to a;, 
VIZ the reduction of wage-earners’ expenditure divided by 
the previous expenditure of the whole commumty, is therefore 

m 

If non-wage-earners maintain their old level of real purchases, the 
proportional reduction of non-wage-earners’ money expenditure 
IS equal to the fall of prices, x Thus the second fraction is — 

xil — q) 

It IS required to find x We have the equation — 
pq + x{l — q) =x 

X = 

% e the reduction of purchasmg powder and consequently the 
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fall in prices is equal to the fail in wages Two eoiollaiies flow 
from this 

1 Since the fall of prices is proportional to the fall in wages, 
the fall in non-wage -earners’ incomes is piopoitional to each 
Consequently non -wage -earners will find their nionev income 
reduced by exactly the amount requiied to make thou income 
balance their expenditure at the old standard of living, and they 
will lack the means to expand purchases If the^ do not expand 
purchases imtially, they will have no inducement to do so later 

2 Since the fall in puces is as great as the fall in ])iime costs, 
there will be no inducement to expand output No new em}>iov- 
ment will be given 

The distinction which Piofessoi Pigou diavs between wage- 
goods and non-wage-goods, though vital to his geneial analysis 
does not affect this particular aigument The distinction would 
indeed be of imiiortance on one assumption, naniel\, that the 
non-wage-eainers purchased no wage-goods at all In that. ( ast" 
wage-goods prices would fall in proportion to wages, non- wage- 
goods prices would be sustained, and non-wage-eaimus' mcomcs 
as a whole would be sustained, since what the\ lost on the lowei 
prices received in respect of wage-goods would lio ])reciseH 
equal to what they saved on piime costs But if the\ spend an\ 
money on wage-goods at all, then money incomes will be reduced 
owing to the reduction of the prices of the wyige-goods the\^ 
purchase and, by competition, the pioeess of weakening in the 
non-wage-goods piiees wall be set u]) and, pio\ui(Hi tliat non- 
wage-earners do not increase the real yolume of then pun bases, 
all prices will be reduced bv the same amount as wages The 
process of weakening” referred to is a mathenuitKal and not 
a temporal one The total fall of non-w age-goods puces ma\ he 
regarded as the sum of an infinite senes, the summation of w hu h 
is efected instantaneously in time 

It remains to consider how far the hypothesis that non~w«ige- 
earners maintain their old real level of ]nuchasOs wuthout nu leasi* 
or diminution is a proper one It certainly seems to he jusliiietl 
by the consequences deduced, foi, if they do tins, they will 
find themselves with no spare money income left on ilieii hands 
It can be shown, however, that if they adopt a ditfeieiit pohc \ 
and maintam their old money level of expenditure thew will 
also he justified by results, their old money incomes will be 
maintained, prices will fall less than piime costs and llieie will 
also be a stimulus to expand output It might be aigued that 
since, whether they maintain real purchases or money expondit uie, 
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they will be solvent, and since, by maintaining money expenditure 
(which means increasing their real level of purchases), they will 
he better off, they will tend to do the latter Such an argument 
IS invahd, however, because %t proves too much For at any time, 
with or without a reduction in money wages, they can put 
themselves in a better position in the short period by increasing 
real purchases The extra money that they spend comes back 
to them , they gam at the expense of wage -earners, real wages 
being reduced 

There is, in fact, as Mr Keynes has so well shown by his 
principle of the widow’s cruse, something indeterminate about 
the volume of profit -earners’ joint expenditure What normally 
holds them in equilibrium is that they can only expand real 
purchases and remain solvent if they act jointly But unless 
there is a general stimulus to expand they will not usually act 
jointly, and so the whole system will remain in equilibrium 

The fact that piofit-earners can, when a money -wage reduction 
occurs, jointly expand purchases and remain solvent, cannot 
be used as an argument that they will jointly expand in conse- 
quence of a money -wage reduction, for they could do that without 
a wage-reduction If they have not already done so, there is 
nothing m the nature of a money-wage reduction to make them 
do so subsequently But if they do not do so, prices will fall 
by as much as prime costs, they will have no unspent income left 
over, and they wiU have no subsequent stimulus to expand 
purchases , and there will also be no stimulus to expand output 

It IS true that a wage-reduction accompanied by ballyhoo 
may incline employers to expand purchases But so might 
ballyhoo without a wage -reduction It is the ballyhoo that is 
the operating factor 

It appears from the foregoing that we have here a weak 
link in Professor Pigou’s chain of argument, and that we cannot 
with any confidence expect a money -wage i eduction to cause 
a leal-wage reduction in a closed system 

We must now address ourselves to the important question 
whethei a real-wage reduction is likely to cause an increase of 
employment Put broadly, and omitting details. Professor 
Pigou’s position may be set out as follows If wages are con- 
tracted to be paid in wage-good units, the demand for labour 
in the wage -goods industries as a whole depends on the labour 
productivity function, in such wise that the margmal net product 
of a unit of labour must be equal to the real wage per unit 
stipulated for The volume of employment in other industries 
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IS a function of the volume in the wage -goods industries (see 
p 90 and Pt I, Chap V) , more particularly, it xs equal to the 
product of the wage-goods mdustiies and of the export industries 
whose products are exchanged for wage-goods, less the amount 
of wage-goods paid back into those industries as wages, and less 
the amount of wage-goods consumed by non-wage -earneis, all 
divided by the amount of wage-goods per unit of labour stipulated 
for The Wage-Goods Fund may be fuithoi augmented by 
savings on unemployment pay, etc , and by i eductions in out- 
standing stocks of wage-goods 

It IS advisable, therefore, to consider very closely the nature 
of the demand for labour in the wage-goods mdustiies Professoi 
Pigou assumes that the elasticity of the laboiu productivity 
function has negative value, % e that prime labour costs m the 
wage-goods industries are rising (Cf p 45, line 2, ‘‘ We know 
that r) IS negative ”) And it is the case that in o%erv industry 
operating in conditions of perfect competition they niusi be using 

In his Preface (p vi) he states that “ man\ (‘oin plications 
of detail associated with the imperfection of maikcts are left 
aside ” He has, it is true, explicitly dealt %^ith the problems 
of monopoly in certain passages (especially Pt 11, Chap IV, 
and Pt III, Chap VII) But he does not consider them in 
connection with his treatment of the demand for labour m the 
aggregate , and it is precisely m this connection that the pi e\ alencc 
of imperfect competition may affect the argument, not merely 
in matters of detail but in its essential nature 

The -presence of imjierfect competition has two important 
consequences 1 Marginal labour costs may be falling in the 
equilibrium of the short period It must bo not ed i hat t hi oughout 
the book Professor Pigou is concerned with the shoit period 
2 The real wage of labour stipulated for is oquatcsl not to the 
marginal net product of labour, as defined on p 41, hut to the 
marginal revenue derived from the employmont of lalann 

1 It would he wrong to brush compheatioiih camneeted 
wath imperfect competition aside as of suhoidmate miportamc 
m the general theory of un6mplo:^unent in this (*ountrv, for 
example, by far the greater part of industry is working in con- 
ditions of imperfect competition, in the sense that particulai 
firms are confronted by demand curves of less than infimto 
elasticity In these circumstances the elasticity of the labour 
productivity function may have positive value It is true that 
i£ a firm is producing the amount of output for which its fixed 
equipment was designed, the probability that marginal costs wall 
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be falling is not a great one But for short-period equilibria in 
which output has fallen to some value below that for which the 
plant was designed, the probability becomes much greater 
(In perfect competition, per contra, marginal costs must be rising 
even in the short-period equihbrium of a depression ) It is 
quite a feasible proposition, therefore, that on balance marginal 
costs in British industries at the present time are falling or, 
anyhow, constant and would not rise over a wide range of expand- 
ing output 

Let us suppose that this is so It follows that the wage 
consistent with an equihbrium with a higher volume of wage- 
good output would probably be higher than or equal to and not 
lower than that appropriate to the lower volume If this is so, 
the defence of wage-reduction would have to proceed on different 
lines It would then be recommended not as the introduction 
of a wage appropriate to an equihbrium with a higher level of 
output, but only as a temporary stimulus to expansion, to be 
replaced by a higher wage when the stimulus had become effective 
In 3udging such a recommendation it is necessary to advert to 
the second principal feature of imperfect competition 

2 If the wage-good wage stipulated for is equal to the marginal 
net wage-good product, a reduction in the wage-good wage must 
tend to stimulate output And this is the case in conditions of 
perfect competition It might be objected that a reduction of 
the wage-good wage might reduce the demand for and value of 
wage-goods, as well as reducing their cost of production and so 
obviate the stimulus to expansion Such an objection would be 
erroneous Considering wage-goods industries as a unity, nothing 
can 1 educe the value of wage-goods m terms of wage-goods Now, 
if initially the wage-good wage is equal to the wage-good product 
at the margin, a reduction of the wage-good wage must make it 
less than the wage-good product at the margin for the old level 
of output Output will be stimulated until the rising labour 
cost at the margin raises the wage-good cost per unit of output 
to the level at which it stood before the rate of wage-good wage 
was reduced Consequently, in Pt II, Chap IX, Professor 
Pigou argues that the slower the rate at which labour costs 
rise, the greater stimulus to output a given wage-reduction would 
exercise At first sight it might seem that if labour costs are not 
rising at all but falling, Professor Pigou’s argument would stand 
a fortiori 

But the position is radically altered if the wage-good wage 
stipulated for is not equal to the marginal net wage-good product. 
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blit IS something less In that case it is net‘e^sai\ to eonsidei 
explicitly the effect on the demand for age-goods consequent, 
upon the i eduction of m ages 

Now the demand schedule for wage-goods in teinis of wage- 
goods cannot be affected by a reduction of wages Jt does not 
follow that the marginal levenue in terms ot w\xge-goods doiived 
from the sale of W’^age-goods cannot be so affected The elasticit\ 
of the demand for wage-goods in terms of wage-goods is inhnite , 
it must not be inferred from this that the inaiginal leveniie in 
terms of wage-goods derived fiom their sale is equal to tiien value 
and constant at all levels of output, this would only be iiue if 
there were, m fact, only a single soit of w age -good 1 n t he chapi ei 
already referred to (Pt II, Chap IX), Professoi Pigou imagines, 
m order to make the exiiosition simple, that theie is only a single 
sort of wage-good This supposition does not affect the xalidit-v 
of his aigument piovided that conditions oi peifcct competition 
aie assumed But to use this supposition m oi dei lo c ousidei 
the reaction of a real wage -i eduction in conditions ot imperfect 
competition w^ould m\olve a fallacy 

Each particulai wage-good lias its own demand <*ui\e li 
a wage-reduction ocems, the value of some wage goods m terms 
of w'-age-good units at the old level of output nuiy use wink" that 
of others falls The rises must exactly bahmtu^ tiic falls it a 
computation is made weighting each good as it is m fiit t weighted 
in the make-up of a wage-good unit But in addition, the 
elasticities of the demands for paiticulai wagc» goocis nuiy alter, 
and it is by no means necessaiily the case that tlie decreases of 
elasticity are balanced by opposite me leases But the marginal 
revenues deiivod from the sale of \aiioiis wage-goods depend on 
these elasticities If the elasticities glow less the niai gma I re\ cuiues 
will decline If the decline of marginal revenues is gieatei than 
the real wage -reduction, there will be a ccmtiaction cd cuitput 
in the wage-good mdustiies 

There seem to be some geneial gioimds foi supposing that 
a decrease of elasticity wmuld occur The rodm t nm of w ages 
involves a transfer of command o\ei wage-goods to non wage- 
earners The demand of these is likely to be less ehistic than tiu* 
demand of wage-earneis Not only would there be a slump in 
the value of wage-goods compared with othei goods this would 
not matter as wages are assumed to be fixed m wage-gooiis 
but the demands for paiticular wage-goods would become iinuh 
less elastic at the old level of output Tins eonsecjuenc(» 
not, of course, follow if the wdiole of the extra wage-goods ovei 
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which the employ eis secured command were utihsed foi putting 
extra labour to work , whether they would do this or not would 
no doubt depend on whether forces other than wage-reduction were 
making for expansion or contraction 

A decrease of the average of the elasticities of demand 
(weighted as explained above) from 3 to 2|- would cause the 
weighted average of the marginal revenues to fall by 10 per cent 
and would offset the stimulating effect of a 10 per cent reduction 
of wages If the decrease in elasticities was greater than this^ 
output in the wage-good industries would contract If this 
contracted sufficiently and if real costs were on balance faUmg 
{i e rising as output contracted), the command over wage-goods 
accruing to employers might actually contract (Professor Pigou’s 
JTg on p 73 would be less than and contraction m non -wage- 

good industries would ensue Even if this did not happen, the 
contraction in wage-good industries might well be greater than 
the expansion elsewhere 

The burden of the foiegomg criticism may be summarised 
as follows 1 It IS not certain that a money -wage i eduction 
would entail a real-wage reduction 2 It is not certain that the 
real wage appropriate to a higher level of output in the short 
period IS lowei than the real wage appropiiate to a lower level 
This would only be certain if conditions of perfect competition 
everywhere prevailed 3 Whether a higher level of output 
requires a lower real wage or not, it is not certam that a real- 
wage reduction would cause the system to move to a higher 
level of output If it is, in fact, the case that a higher level 
of output requires a lower real wage, the difficulties of 1 and 3 
suggest that the possibilities of achieving this by means other 
than money -wage reduction should be sedulously explored 

It must not be supposed that I have attempted to replace 
Professor Pigou’s affirmations by contrary negations I only 
claim that the case for wage-reduction is not estabhshed by his 
leasomng Nor must it be supposed that I have attempted to 
impugn the value of Professor Pigou’s general analysis , foi I 
have only singled out one strand in the great texture of his 
reasoning for consideration from one point of view 

His section on monetary factors (Pt IV) is easier reading 
than the rest, perhaps because it is on more familiar lines After 
a criticism of the concept of a neutral ’’ money, he proposes 
a standard monetary system, not wishing to imply that it is 
'' better” than other systems but as a '‘reference model ” It 
IS, however, suggested, I understand, that its adoption would 
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allow real forces to operate with the least possible fiiction He 
writes “I define the standard monetary system as one so 
constructed that, for all sorts of movements in the leal demand 
function for labour or in real rates of wages, wdiethcr tho\’' Iasi, 
for a long time or a short, the aggregate money income is increased 
or dimmished by precisely the difference made to the numbci of 
work-people (or other factors of production) at woik multiplied 
by the original rate of money wages (p 205) 

In this definition, by exception to the geneial lule m t.his 
volume, there appears to be some element of ambigiutv Ought 
not the words due to real causes ” to bo inseito<i after ‘ in the 
real rates of -wages ^ Por it is possible to eonceno oi a fall in 
real wages, an increase of employment and an iiuiease m aggiogato 
money income, all associated togethei in such a way that the 
unamended definition of the standard system is fulfilled, but all 
are due to the infusion of new money And suiolv Professoi 
Pigou desires to lule such an eventuahty out A fui tluu diflu uit \ 
remains Suppose an improvement m pioductiviiv of Piofessoi 
Pigou’s “ normal type ” (p 114) to occiu m wage-goods mduhtiu^s 
such that, imperfect competition notwithstanding, the leal 
demand for laboui is increased, and su])pose tiiat on iho instant 
the labourers demand such an mcieaso of money wages hoping to 
get a real increase of like amount, that the not eiloct oi the two 
changes would he, if real w’-ages w^ere m fact laised hv no mt^re nor 
less than money wages, that employment was neithei nu leased 
nor dimimshed In these circumstances the monetar\ autiionta 
IS to maintain aggregate money income unclhinged Hut if it 
does this, on normal assumptions, the price lc\ ei will tend to fall 
and the real wage to rise more than wm intended b\ t ho nu nintiii v 
increase Unemployment will be generated in spite of the fat t 
that the rise ongmaliy demanded by wage-earnoiH was not of 
itself suJQSlcient to generate it 

More generally, Piofessor Pigou, unlike K<w nes docN 

not make it incumbent on the monetary authoiitv to talas into 
account what is actually happening m the world of wage negotia- 
tions when regulatmg their policy This a]>poarB to be a weak 
point m his system Another example mav he given Suppose 
a Trade Board set up in a sw^eated industry to laiso wairt^ rates 
there If there w’^as no change m the producdnit^ funetiunH or 
other surrounding circumstances, this might invoke a iisc in the 
average of real -wage rates m industry geneiaiiy and a lestuetion 
of employment, and it would then be mcumbcnt on the 
to reduce money mcomes Would it not be bettei, in the manner 
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of Mr Keynes, to allow a slight rise in prices, so that the action 
of the Trade Board might have no effect on the average of real- 
wage rates 

The general monetary analysis of Professor Pigon has a close 
family relationship to that of Mr Keynes This may be explained 
as follows Professor Pigou’s analysis bears to the Wage-Goods 
Fund theory the same relation that Mr Keynes’ equations bear 
to the Wages Fund theory proper IMr Keynes expects a dis- 
equilibrating force to be brought into existence, if entrepreneurs 
attempt to pay to wage-earners engaged on the output of non- 
consumable goods more or less purchasmg power than is released 
by saving Professor Pigou expects disturbance if entrepreneurs 
attempt to pay to wage-earners in the non-wage-good industries 
more wage-goods than non-wage-earners are prepared to set 
aside for this purpose out of the surplus not consumed by wage- 
earners in the wage-good industries (I leave aside comphcations 
connected with foreign trade) Just as the Wage-Goods Fund 
theory is complementary to and not contradictory of the Wages 
Fund theory proper, so the analysis of Professor Pigou may 
prove to be complementary to that of Mr Keynes, and the 
standard system desired by the former to be identical with 
that desired by the latter To trace the interconnections of the 
two methods of analysis would constitute an interesting piece of 
theoretical research Which tool of thought is most helpful 
in apphcation to practical problems can only be solved by 
experience 

Professor Pigou holds the prmcipal weapon for maintaining 
the standard system to be the discount and open market pohcy 
of the central bank But in times of deep depression the expedient 
of pubhc loan expenditure should also be used In these 
circumstances attempts to uphold the standard monetary system, 
so long as rehance is placed on purely monetary defences, are 
bound to fail If, however, at the same time that the banking 
system keeps money cheap the government adopts a pohcy 
of pubhc works, the risk of failure is greatly reduced ” (p 213) 

In more than one place Professor Pigou examines the effects 
of giving a subsidy to employment His findings are on the whole 
favourable to the expedient The most satisfactory method of 
using it would be to confine the subsidy to additional employment 
given in a certain period He gives weight to the admimstrative 
difficulties connected with this method In view, however, of 
the fact that economic experiments of doubtful merit in prmciple 
and of the most serious admimstrative difficulty are making and 
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likely to continue to be made in this and othei iouiitrieb, it seems 
a pity that moi© serious public attention is not given to this 
paiticular expedient 

The Theory of Une^nployment is a iich stoi chouse containing 
many and various treasures It has only been possible to gi\o 
some hints about a few samples of all that lies thciein Anyone 
who devotes patience and effort to exploimg it v ill ie<ip abundant 
profit 

II F fi\HR01> 

Christ Chu7ch, 

Oxfoid* 

[Note — ^Prof Pigou has asked the Editois to take «id\ antage 
of this opportunity to make it knovn that he has piepaied a 
printed shp of misprints m his Theonj oj Unemployinenf which 
have come to light since publication, and that the publiNhei.s, 
Messrs Macmillan <& Co , St Martin’s JStieet, London, 2, will 
on apphcation suiipl'y any ownei of this book with a (op\ of this 
shp without charge ] 
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In the Economic Journal foi March 1931, the present 
wiiter endeavouied to make an approximate allocation of the 
aveiage annual National Income for the period from 1924 to 
1927 amongst the chief gioups of expenditure Information is 
now available which makes it possible to attempt a similar 
estimate foi the year 1932 Besides the preliminary reports 
of the Foiuth Census of Production (1930), there are various 
publicatioiib of the IMimstry of Agriculture, the Department of 
Agiicultuie foi Scotland, and the Empire Marketing Board, 
vhich collect togethei pioduction and trade statistics for the 
piunci])al food-stufts and furnish new details upon the basis of 
which cbtimatcs of the final consumer’s expenditure can be 
flamed with gieatei confidence both for the earhei period and for 
1932 1 

As in the jnevious papei, expendituie has been analysed below 
under the main heaebngs food , mamtenance of the home , 
clothes , diiect taxation , liquoi , smoking , travel , entertainments 
and spoit, sickness, accidents and state insurance, religion, 
leading, miscellaneous expenditure, and saving The figures 
pieviously given have been levised and adjusted where necessary 

Food 

Using ligiues of total sux>plies taken from the above 
bouices or fiom the tiade returns, and information regarding 
retail puces collected by the Empire Marketing Board or taken 
fiom numeioiib multijile and department stores hsts issued in 
\arioub countiy, the following table has been con- 

&ti noted it shows the total expendituie upon each of the 
Xinncipal items oi iood duimg the year 1932, and the annual 
a\eiage ioi the pciiod 1024-27 The amount available of each 
commodity pci head of the xiopulation at each period is also 
given 

^ Tlio principal publications xi&ed aie tlio weoldy Agricultural Market Report 
oi rho J^Iimsfcry of Agiitultuio, tho Report on the Marketing of Live stock in Scot 
kind (Scottish Dopairment of Agriculture), Fruit Supplies in 1932, Dairy Pro 
date Supplies tn 193 J, and vaiious letail survey reports (Empire Marketing 
Board) 

No 173 — \OL,XLIV B 
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The infoimation collected by the Empire Marketing Board 
legal ding the letail puces ot different varieties of many of the 
principal food-stuffs makes it possible to estimate the expenditure 
upon these commodities much more closely than in the pievious 
jiapei 

The following details of the moie impoitant items and of the 
method of making the estimates may perhaps be given 

Meat — The lepoit of the Linlithgow Committee (1923) pio- 
vides some guidance as to the proportion of the whole carcase 
iex>iesented by the pimcipal cuts The letail prices of the 
various joints have been weighted accordingly and due allowance 
made foi the fact that London puces are higher than provincial 
puces and that London consumes a lower proportion of home- 
killed meat The total foi beef and veal is made up as follows 
London, home-killed, £8 m , impoited, £11 m , provinces and 
Scotland home-killed, £50 m , imported, £37 m Foi mutton 
and lamb, details foi the country as a whole are home-killed, 
£28 m , New Zealand, £16 m , othei kinds, £10 m 

As logards xng-meat, the total home production for 1932 is 
taken at 350,000 tons and divided as follows in accordance with 
infoimation contained in the report of the Pig Beorganisation 
Committee (1933) and the Census of Production bacon, 60,000 
tons, hams, 15,000 tons, and fresh pork, 275,000 tons This new 
information necessitates a redistribution of the home pig -meat 
pioduction foi the period 1924-27 as follows bacon, 45,000 tons, 
hams, 13,000 tons, and fresh pork, 197,000 tons 

Poult n / — The total consumption of poultry rose from about 
38 m bn ds in 1925 to about 60 m in 1932 The Christmas turkey 
tiade in 1932 had a total letail value of about £2 m 

Latd and Mmgarme — Both home production and imports of 
laid have fallen in lecent yeais The formei for 1932 is taken at 
35,000 tons 

Net impoits of nicugaiine, which averaged 60,000 tons in 
1924—27 vith a value at the ports of ovei £4 m , had fallen to a 
negligible quantity by 1932 Home pioduction was 184,000 tons 
in 1924 and 202,000 tons in 1930, but there was a small leduction 
in 1 932 In that year also the retail price fell considerably 

Milk — Fiom the quantity of milk sold off farms 17 per cent 
has been deducted to allow for milk sold to factories A similar 
adjustment has been made for the period 1924—27. For 1932 
the retail puce is taken at 2^ \d per gallon 

Putter — ^Appropriate retail prices have been apphed to the 
estimated supplies of farm, blended, and the various kinds of 

B 2 
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imported butter A recalculation of the 1924-27 figiiie on this 
basis indicates that the previous estimate \v<xs too low 

Cheese — ^During recent years there has been a lapid me lease 
in the consumption of processed cheeses, and foi 1932 the c|uantity 
was probably about 26,000 tons, or neaily one-eighth of the total 
consumption of cheese This quantity has been bi ought into the 
estimate at l 5 per lb above the retail puces i uling foi othci c*heeses 
^ggs — ^Not only has the total consumption of eggs iisen as 
shown in the table, but a better type of egg is being eaten Of 
the total in 1932, 65 per cent consisted of home-pioduced eggs, 
as against only 45 pei cent in 1924—27 

Bread and Floia — The figuies foi bicad aie based upon the 
Census of Pioduction returns Calculations j>ubhshed by the 
Boyal Commission on Food Puces (1925) suggest that at that 
period about one-half of the total suppi}" ot tlom vent to nndve 
bread The estimate pieviously given foi tloiii has been adjusted 
accordingly In 1932 the total supply of fioiii v as about t he sanu^ 
as at the eailier period, but lathei moie that one-Indt oi it must 
have gone to make biead Of the balance an iiuuMsed (plant it \ 
went into biscuits and cakes, and the consumption of titan in tlu‘ 
home must therefore ha\e diminished consuleiably 

Fish — There aie m Great Biitam fn c fried-iish shops to e\ en 
two wet-fish shops, and a veiv laige pait ot tiie total supplies 
of cod, haddock, hake, plaice, skate, cattish, dogtish «ind (*o«dfish 
IS used in the fiied-fish tiade Tnfonnation collet ted b\ tin* 
Empne Maiketing Boaid suggests that m 1932 the exptndifuie 
upon filed fish was about £30 in , upon vet «ind dned iish about 
£22 m , and upon canned tish about 17 in 

Snga'i — The very considerable mciease in the < onsumption td 
sugar IS probably accounted foi to a eonsideiable dt^met* b\ t!u‘ 
increased consumption of canned and bottled fiuits 

Fq mt — During the past seven \eais tlu‘ t ohnu nipt ion of apples 
has averaged about 23 lbs per head per annum TiuMonHuinp- 
tion of oianges mcieased fiom 19 lbs per head m 1920 to 24 i!>s 
in 1931, but fell hack to 22 lbs in 1932 I’he t oii'^umpt am of 
bananas lose from 10 lbs pei head m 1920 to 1 2 ibs m 1 932 

Detail expendituie m 1932 amounted to aliout £21 m upon 
apples, £18 m upon oiangcs, £12 m upon bananas, £iu m upmi 
pears, £10 m upon giapes, £11 m upon canned and bottkai fiuits 
and £13 m uiion diied fruits 

Vegetables — ^The figure for the total consumption ot potatoes 
m 1932 allows foi a substantial caiiy-ovei of the hea\ \ 1932 eu^p 
to 1933. 
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Tomatoes are estimated to have been worth m the shops, 
aftei allowing foi w’-aste, £1 1 m , and onions £4 m The remainder 
of the fresh vegetables aie brought m, very roughly, at £20 m , 
a leduction of 20 per cent upon the figure for 1924-27 No 
quantities oi lecent official valuation are available 

The fall in expenditure upon fresh vegetables is partly offset 
by a eon&ideiable inciease in expenditure upon canned vegetables, 
wdich, in 1932, piobably had a retail value of £5 m 

Fre'pmed Food-btuffs — An addition to the value of the sugar, 
fiuit, floiii , cocoa, ham and other commodities is necessary to 
allow'- foi the pieparation fiom these commodities of such things 
as confectionery, cakes, biscuits, jams and cooked meats A 
caieful examination of the net outputs of the industries concerned 
as revealed by the Census of Production suggests that £107 m 
should be added foi 1924—27 and £100 m for 1932, an allowance 
being made m the lattex case for a slight fall in the value since 1 930 
Foi cooking and seivice in hotels and restaurants 50 per cent 
is added to the value of 10 pei cent of the food 

Maintenance of the Home 

JRevt, Bates and Repairs — It may be estimated from statistics 
in the Ministry of Health repoits that there was a net increase 
in the total number of houses between 1925 and 1932 by about 
1,100,000, and that this made an addition of about £33 m to the 
total annual value Rather moie than 40 per cent of the pre- 
eontiol houses had now become decontrolled, and if the rental 
of these is taken at 100 per cent above the pre-war value, a further 
addition of £52 m is necessary Mortgage interest m excess of 
annual value may still be taken at £10 m , and the adchtional 
1 ental of sublet houses at the same figure These various sums, 
added to the estimated value of all the houses upon a control basis 
at the earliei peiiod, winch was £176 m , make a total for rent 
and rejiaiis in 1932 of £281 m The increase in the number of 
houses and in the total receipts from rates suggest that for rates 
upon dwelling-houses about one-eighth should be added to the 
previous figure, malnng £82 m Thus the total for rent, repairs 
and rates is £363 m 

Coal — From statistics given in the Mines Department Re- 
port and the Census of Production returns the domestic consump- 
tion of coal m 1930 may be estimated at about 37 m tons There 
will have been little change in 1932, and the average retail price 
may be taken at 35^ per ton, givmg a total value of £65 m 

Gas — ^The total sales of gas in 1930, according to the Census 
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of Pioductioii, were 309 m thousand cubic feet, and the ie])oi ts of 
the chief gas companies suggest that in 1932 the figuie mas about 
the same In view of the depiession it seems i easonable tot ake no 
more than 10 per cent as used industiially Deducting a fuither 
10 per cent as being used m shops and offices and t.aking the 
balance at 4tS Id per thousand, including fittings, the total \alne 
becomes £57 m 

JElectQ icity — From the value accoidmg to the Census of Pro- 
duction of the current sold for heating, lighting and dcnnest u ])ui - 
poses 20 per cent is deducted foi use m shops and oOues, lea\ mg 
£23 m as the value of domestic consumption in 1930 The in- 
creased total output of cuirent since that date suggests tluit the 
figure for 1932 was about £26 m 

Gandies, Pmaffin, Wood and Maidies — These togethei now 
total about £4 m 

Itadio — The number of wiieless licences in 1932 was 5 millions 
costing £2| m , and the upkeep of the sets must have nused the 
total cost to about £10 m 

The amount of £65 m taken m the ])revious ]>apei to ( ov ei 
the remaining household expenses was composed of a laigi* num- 
ber of small items which cannot possibly be investigated sepai - 
ately The Census of Pioduction shov^ed a fall by about 25 pei 
cent in the value of haid soap pioduction, v\hich m tlu^ most 
important item (Census figuie £10 in ), and othei comnum house- 
hold requisites have fallen similailv’ On the other hand, soap 
flakes and powder have to some extent been *su!>stituted foi haid 
soap and also the numbei of families has nun eased bv about 2} 
per cent Taking these factois together ])eihaps a total of £55 m 
may be taken for this item 

Total for Maintenance of the Home i5S() m 

Clothes 

While the estimates of expemlituie upon the vanous item-n of 
food can be put forwaid with some confideme, those ha < lothes 
have necessarily a much wader maigin of eiioi The only avail- 
able basis is provided by the Census of Pnxluction valutas to 
which must be added some reasonable })eicenlage to i oviu jnltu- 
mediate and letail costs and piofits In the ahseiu*e of anv leason 
for changing them the same jiercentages have been used foi 1 932 
as for the period 1 924-27 

The figure for the total output in 1931^ of tlie limiH making 
returns m the Census has foi each item been adjusted, with the 
aid of information contained in the repoits, to allow foi the 
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small films and for returns not yet received Provision has been 
made for the change, if any, m physical output and for the fall 
of prices between 1930 and 1932, by increasing or reducing the 
1930 figure in proportion to the change in the number of insured 
workers employed in the respective clothing industries and also 
m pioportion to the fall m the Ministry of Laboui’s retail index- 
numbei for clothing 

The 1930 Census did not cover laundiy, cleaning and dyeing, 
and the figuie given foi these in 1932 assumes a reduction of 20 
pel cent m tlie charges since 1924-27 

Calculated m this manner, the retail expenditure upon cloth- 
ing for the two periods may be set out as follows 



1 1924-27 

1932 


tm 

£m 

Tailoung, Die^smaking, and Milhnei\ 

207 

130 

Homo and private making 

20 

16 

Hosieiy (including fabiic glo\es) 

80 

63 

Boots and Shoos 

72 

49 

Repairs theieto 

10 

7 

Hats 

31 

24 

Umbrellas and Sticks 


3 

Ulo\es, other than fabric 

4 

5 

Laundr'v , Cleaning, and D;yeing 

21 

17 

Total for Clothes 

452 

314 


Direct Taxation 

The actual leceipts from direct taxation in the calendar 
yeai 1932 totalled £423 m In the first quarter, however, speci- 
ally hea\y collections of income and sur-tax weie made as the 
result of a special appeal Some part of these payments came 
undoubtedly fiom savings made m anticix>ation out of 1931 
income I''o obtain a moie leasonable figure to charge against 
1 932 income, the mean between the above sum and that collected 
in the financial yeai 1932-33 has been taken, namely £406 m 
The average sum actually paid in the calendar years 1924—27 was 
£385 m 

Liquor 

The estimates made by Mr G P Wilson for the Temperance 
Council shov that the expenditure upon alcohohc hquor m 1932 
was about £232 J m as against an average of £308 m during 
the peiiod 1924-27, a reduction by £75| m , or nearly 25 per cent 
Of this saving, howevei, about £26 m was at the expense of the 
Exchequer, w9iich lecouped itself by increasing other taxes 
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The fall in the actual net expenditure upon hquor may he tdken 
at £50 m The total consumption of absolute alcohol Jell bv 31 
per cent , and the average consumption pei head from to G] 
pints per annum 

Smoking 

According to the Census of Pioduction the ci\eiaue amount 
of manufactured tobacco available pei head of th(' populatu)n 
increased from 3 lbs m 1924 to lbs in 1030 The \alue, i!i- 
eluding duty, of the home-consumed output in 1030 was about 
£109 m Adding, as befoie, 25 pei cent to ain\(* at the iet<ul 
value we obtain £136 m 

The standard rate of duty was raised fiom Ss lo^/ tt) Os iul 
jier lb in 1931, and in 1932 the plo^lt^ of tiic Impeiml Tt>ha(*{o 
Company decreased by £1| m, the chaiiman statini>: tliat the 
turnover had been slightly lowei Oil sett mg tiu‘ of 

duty, which was Cvstimated to yield €4 m ag«unst tlu‘ shgiit fall in 
consumption, we may take the expendituic* at the sanu^ tigUK^ as 
for 1930, £136 in , compaied wuth £110 m in the eaiJiei peiiod 
The increase is mainly in exiiendituie b\ wonu^n smuktuh, who, 
for some years will pi obably inci ease m numbeis non-Ninokt*! s 
being at present chiefly amongst the oldtu w omen 

The Census of Pioduction showed <in im uM->e in the < on 
sumption of matches 3 )ei head iiom 5b bo\t‘s m iOit to ol !M»\es 
in 1930 It seems piobahie that a c(msideia!>l(‘ pait ni this in 
crease remained in 1932, and accoidmgh 17 m is talon as the 
value of matches used Iiv smokeis 

Travel 

After deducting 10 ]>er cent as chaiycabh^ hu-.ine- , e\ 
penses, expenditure in 1932 u]>on tia\el on th<‘ mmn iailwa\H 
amounted to £58] m as eom])aied with £72 m in 1021 27 
Coaches and buses also received €581 m in 1032, and w hen undei 
gi ound and tram faiesaie added, the total <‘\])emlif lue upon tia\ el 
in public road conveyances is £99] m as <ompau*d with about 
£70 m in the jirevious peiiod 

Expenditure upon private cais and motoi tw t*les o\et 
estimated for 1924—27 On the aveiage duiing that peiiod tlieie 
were on the toad 550,000 cars and about the same niiiiibei of 
motor cycles In 1932 theie were i-ais and OIHMHHI 

motor cycles About 25 pei cent of the expemlitme upon tais 
has been taken as chargeable to business expeiist^s Hxpentlituie 
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upon motor cycles in the mam comes from income On this 
basis estimates for the two periods may be made as follows • 



1924-27 

1932 


£in 

£m 

Licence dut^ 

8 

12 

Insurance 

6 

11 

Garage 

10 

16 

Potiol 

14 

19 

Ropaiis, T>ios, Oil etc 

One sixth of capital cost 

^ 6 

10 

24 

31 

Tot al for Private Vehicles 

68 

99 

Mam Raih^ s 

72 

58i 

Coaches, louses, and XJndeiground 

70 

99^ 

Pedal Cycles 

5 

4 

Total for Inland Travel 

215 

261 


Owing to the imposition m 1929 of the tax upon petrol, now 
^ lelding about £30 m , a larger proportion of the total expenditure 
upon tia\el in 1032 went to the Exchequer, and the increase in 
the net cost was piobably no more than £21 m 

EnTI'IRT VIXMEKTS AND SpOBT 

The attual ^leld of entertainments duty in 1932 has not yet 
been piilihshed, but the 1932 estimate was for £9-^- m The total 
amount paid for admission would be about six times this figure, 
01 £r)7 in 

As regards horse-racing, the number of horses m training is 
still about r>,000, and the total cost of horse-racmg (includmg 
betting, but a})ait fiom admission to courses, which is covered 
above) ma^ still be taken at about £7^ m Greyhound racing, 
and the net amount left m the Irish sweepstake fund, however, 
must now bo added, and from statistics given in the reports of the 
Lott cues and Betting Commission these may be estimated at 
about £o m 

Theie has been no substantial change in expenditure upon 
games and upon the minor sports, which may be taken as before 
at £10 ni and £2£ m respectively, making a total for this group 
of £82 ni 


Sickness, Accidents, and State Inshbanoe 

Vohmtarif 7ios2ntaIs had an income of £15 m in 1931,^ and there 
is no reason to suppose that there was any substantial change in 
1932 

Doctors^ and DenUsts" Fees — In estimating the figure for 

^ Hospitals Year Book, 1933 
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1924-27, too large a deduction was made for receipts fiom the 
State for panel patients, and the net figure should have been 
£30 m During 1932 the aveiage income vas piobablv slightly 
lower, but this may reasonably be offset against an inciease of 
numbers and the same figure taken 

Drugs — ^The Census of Production foi 1930 showed vei y little 
change in the value of the output of dings, and foi 1932 the 
figure may again be taken at £21 m 

Health Insmance — Hm^loyees^ Contributions —A prnpoition of 
the contributions paid in connection with the contnhutoiv ])en- 
sions scheme which came into foice in 1926 should ha\e been 
added to the 1924-27 figure, making it £10 in Poi 1932 the 
combined health and pensions contiibutions amounted to about 
£21 m 

Unemploy meni Insurance — Employees^ Conft ibuiions These 
amounted in 1932 to £19 m 

Total for this group, £106 m 

Religion 

The endowment income of the established ehiiiehes of Eng- 
land and Scotland for 1932 was slightly highei at £9 in I^ut the 
voluntary ofiermgs for all purposes have fallen consideiahly ami 
amounted to only about £10 m The offeitory receipts of othei 
denominations have also fallen, but not in piopoition and may 
be taken at about £14 m , making the total expenditure undei thin 
heading £33 m 

Reading 

Newspapers and Periodicals — V\\e Cennus of Pioduetion out- 
put for 1930 amounted to £54 m , of which, on the hiisis pievionsh 
adopted, £32 m was advertising levenue, leaving 122 in from 
sales Advertising revenue fell consideiahly hetwinm 1930 and 
1932, but sales remained about the same The addition id pei 
cent as before makes the retail value £33 m 

Boohs — ^Tlns item was placed too low m the puw lou'^ estimate 
About 100 per cent for selling cost should be added t a t i Vusun 
value of book production, making a total of £14 m both foi 
]924r~27 and also for 1930 The same henne may he taktui foi 1932 
Total for Reading, £47 m 

Miscellaneous Expenditure 

Of the inciease by some £13 m m Post Office leveiuie it is 
reasonable to suppose that about £6 m eame fi om prn at e perst ms, 



19341 


THE NATIONAL EXPEND ITIJIIE, 1932 


43 


chiefly for telephone services Total retail expenditure upon 
gramophone recoids had inci eased in 1930 by about £5 m and 
upon cosmetics by about £2 m On the othei hand, fancy goods 
had fallen by about £3 m , jewellery by £2 m , and subscriptions 
to trade unions by £1] m , while m 1932 there is no doubt that 
expenditure upon foreign tiavel and upon holidays was reduced 
Taking all items together there seems good reason foi allowing the 
miscellaneous flguie to stand at £150 m 

Saving 

In my pievioiis papei the average annual amount of saving 
duimg the peiiod 1924-27, including the purchase of new houses 
and furniture, was put at the round figure of £400 m It is 
exceedingly difficult to make a trustworthy independent estimate 
of the sum ‘‘ saved ” from income during any period after con- 
sumption expenditure has been met There is a temptation to 
commence wuth the total amount of new issues of securities for 
cash (averaging £25G m in 1924-27), but here is a fruitful source of 
eiioi, for a gieat part of the money subsciibed for new securities 
is spent in purchasing old businesses and other existing assets, 
and although the seileis of these assets are likely to regard the 
purchase money as capital and not to spend much of it upon con- 
sumption goods, yet they, or someone to whom they transfer the 
money, may use it to subscribe for a subsequent new issue during 
the year In such a case the same funds are counted twice in 
the total of new issues Of the above-mentioned figure, however, 
£l 13 m V as subscribed to be sent abroad and may fairly be taken 
as new saving 

Next there is the amount set aside by companies out of 
profits Sn Josiah Stamp has estimated the amount allocated 
to company leseives at £100 m foi 1928 ^ Mr Cohn Clark puts 
the aveiage figuie of undivided piofits for 1924r-27 at £161 m ^ 
An imknovn poition of these leseives will have been invested 
outside the businesses concerned and will thus have provided 
some of tlie funds for new issues of securities 

The average net expenditure upon new houses, after deducting 
State subsidy" and the amount borrowed for housing by local 
authoiities, may be estimated, fiom information in the Ministry 
of Health repoits, at about £72 m Much of this was undoubtedly 
new savings obtained through building societies, but some will 
have been realised by the sale of securities, the buyers of which 

^ Address to the Royal Statistical Society, November 1930 

^ The National Income, 1924-31 
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may or may not have paid for them vith new sa\ mgs 111 eie ib 
good ground for regarding fnrmtuie as veil as hoiist^s, as con- 
sumers’ capital, and it may be estimated fioin Census of Piodnc- 
tion figures that this accounted for an aveiage of £22 in in this 
period 

Another item is the expansion of piivate Inismesses hut thc^ 
total capital value of these in 1928 vas estimated h\ Sii tJosiah 
Stamp at only £350 m , and the annual iiu lease can s< aiceh ha\ e 
been moie than about £5 m Then, accoidmg to the '\!<n*nnllan 
Committee, deposit balances at the banks iiua eased hv <in «u eiage 
of £20 m per annum, and the banlcs sold to the pulilie fioin then 
own holdings an average of £35 m of secuiities vliich they le- 
placed with shoit-dated investments A eonsidemble poitnm of 
both of these sums probably came fiom nev siuinus Life 
assurance premiums, an imjioitant original souk e of sa\ mgs, may 
be neglected, since the bulk of them will h<i\ e ilowcfl into one oi 
other of the above channels Against all thest^ ittuns must he set 
an aveiage of £42 m released to the nuestment maiket h\ the 
repayment ot National Debt out of taxation th<‘ net total being 
either £468 m or £520 m accoiding to the anumnt taken as 
allocated to companies’ resei\es But these totals nuikt* no 
allowance for overlapping amongst the items 

Ml Cohn Clark estimated the a\eiago net <‘ost of new in- 
vestment in this peiiod, aftei allowing foi repaii'., nmewals, and 
depreciation of existing capital, at £378 m , or £40i^ m d we in- 
clude the £22 m for iuinituie mentioned aho\(\ whuli is nott 
coveied by his figuie Foi various leasons t!ie »iniount of saving 
in any 3 eai is not necessaiily the same as the net (‘osf of new in- 
vestment But since the a\erage of fom yeais is in (| nest ion heue 
the discrepancy is probably not great Peiliaps, tluuefoie, the 
figure of £400 m may reasonably be taken foi Iht^ a\ eiagc* annual 
saving in the yeais 1924-27. 

As regards 1932, new^ issues of secuiities foi ( ash amounted to 
£189 m., but the banks took fiom the maiket a total of 1227 in , 
so that the public held £38 m less of secuiities at the tuul than at 
the begmnmg of the year Bank deposits iruueascd bv about 
£297 m , but of this £38 m came from purchases of se< unties !»\ 
the banks, and £176 m from repa3nnents of Wax Loan, Iea\ing a 
net increase of £83 m In view of the very small net eliange m 
prices, 111 production, and in bank dealings it mav pin haps be 
assumed that the whole of this mciease was in hinmgs deposit h 
A llocations to company leseives seem to ha\e been about one- 
third as great as m 1924-27, oi, sav, £30-55 m 1 he net expendi- 
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ture upon new liouses, calculated in the same mannei as before, 
was about £93 ni , and upon furniture about £25 m Extension 
of private businesses was neghgible The total of these items is 
£231-256 m , but again they probably overlap a good deal Mr 
Colin Clark’s estimate of the net cost of new investment was only 
£81 m for 1932, winch with oui furmtuie item makes £106 m 
This, hovever, does not include money hoaided ” in bank 
deposits, which was undoubtedly substantial, and there seems to 
be good leason for putting the amount of income not spent upon 
consumj)tion goods and services at about £200 m 

We can now collect together all the expenditure items for 
both peiiods in the following table 


Analysis of the National Expenditure eor the Average 
OF the Years 1924-27 and for 1932 



1924-27 

1932 


i.m 

Per cent 
of total 

£m 

Per cent 
of total 

Food 

1,239J 

302 

1 , 107^3 

301 

Mamtcnanco of the Homo 

oil 

121 

580 

151 

Clothes 

452 { 

m 

314 

Si 

Direct taxation 

385 

d\ 

406 

11 

Liquoi 

308 

7^ 

232^ 

61 

Sinokuig 

11b 

3 

143 

4 

Tiiixol 

215 

51 

261 

71 

Knt oitainnionts and JSpoi t 
SicknoHS, Aicuionts and State 

85 

2 

82 

21 

JnsniiuK o 

93 

21 

106 

3 

Religion 

42 

1 

33 

1 

Reading 

44 

1 

47 

11 

Mibcollaiu'uus Fixpendituio 
Saving, im hiding new houses 

150 

31 

150 

4 

and fuiniUiie 

400 

10 

200 


d.Ual 

4,0421 

lOO 

3,662 

100 


In oidei to aim e at a figure of net social expenditure compar- 
<ible with estimates of the net social income, such as those of 
Mr Colin Claik, it is necessary to deduct from the gross totals 
above ail items which I'epiesent meie transfers of income, as 
distinct fiom leal expendituie upon goods and services For 
the peiiod 1924-27 the averages of these w^ere as follows 
National Debt interest £279 m , unemployment benefit £45 m , 
health benefitb £19 m , pooi lehef £47 m , war pensions £60 m , 
old age pensions £27 m , and contributory pensions £5 m These 
deductions, totalhng £482 m , leave an average net social 
expendituie for 1924-27 of £3,560] m , which compares with Mi 
Claik’s figuio of about £3,714 m Foi 1932 the coriespondmg 
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deductions, which amount to £567 m , lea\e <t net e\pcnditine 
figure of £3,095 m , which compaies with Mi Ciaik’s £13,392 in 
Thus my total is £1531 m less than his foi the eaihei peiiod and 
£297 m less foi 1932 Mi Claik’s calculations all stait so far 
as the figuie foi net social income is concerned, fxom estimates 
based partly iijion income tax statistics A liguic of total ex- 
penditure built up item by item must al\\a\s fall shoit of <wiy 
estimate of the national income which depends upon ineoine tax 
figures As is well knowm, there are many expenses iin in led and 
many charges against income winch a ]>iudent accountant will 
make which aie not allowed as deductions foi au oine tax pin poses 
Here is one cause of diffeience, though it is haidiv sufh< lent to 
account foi the disci epancy of £297 m in 1932 It has been 
suggested in the Econoyn'ist^ and elsewhcK' tliat Mi (3aik\ esti- 
mate of the fall of income since 1929 is latluu too sm*ill 

If the inciease of £85 m in the total of tianshu an oines is 
taken out of the expendituie items, the fall in lud so< lal int onie 
(£465] m ) appeals to have been balanced on t lu* cxf)t‘nditni(' side 
approximately as follows leductions amounting tt> Id in upon 
food, £147 m upon clothes, £50 m upon h(|Uoi, £3 m upon 
enteitamments and sport, £9 m upon leligion a fall of £200 m 
in saving and of £42 m in the amount applied to N.itiomil Debt 
leduction, these deci eases being offset h\ in< usises of £58 m 
upon maintenance of the home (cliiefiv <lue to bettei housing), 
£15 m upon smoking, £21 m upon tiavel (maiuh pinate < ais and 
motoi coaches), £3 m upon ica<hng, and £28] m upon (cntud 
and local goveinment seiMces othei tium meie tiausfeis of in- 
come 

When we tuin, howe\ei, from nominal €*\pt‘ndit uu‘ and con- 
sidei the real consumption of goods and sei\ u c^s w lindi In‘s fielund, 
a completely difilerent position is disclosed The fall in expendi- 
ture upon clothing is mainly, though not entnehx aciounted for 
by a fall of prices, most of which otc uned Ind w een 1930 and 1 fh32 
Theie aie no complete hguies a\adable foi the quantities rd 
clothing produced, but the slight fail (1 6 pei < ent ) in the nuinhei 
of peisons employed in the clothing industues, (oupfed with the 
increase of population, indicates that the nation a whole was 
lather worse dressed m 1932 than at the eaiiier piuiod On the 
other hand, there wrs undoubtedly a lemaikable iinpi ov einent 
m the food supply As the table at the eonuneiu ement of tins 
paper shows, during 1932 the aveiagc peison (‘onsuiiicd ap|iieei- 
ably larger quantities of several of the moie impoitani food Htnlls 

^ Octobei 21, 1933. 
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Though he ate less beef, he moie than made up for it with mutton, 
lamb and bacon, and his total consumption of meat increased by 
6 per cent He ate 33 per cent more eggs, 10 per cent more sugar, 
and drank 15 pei cent moie milk His consumption of poultry, 
Cl earn, fish, cocoa (mainly as chocolate confectionery), fruit and 
potatoes all increased, and for margarine and lard he to a consider- 
able degiee substituted buttei On the other hand, although he 
ate consideiably larger quantities of biscuits and cakes from the 
shop, his consumxition of bread showed no change, and his con- 
sumj^^tion of home-made puddings and pastry was definitely lower 
In shoit, he moved away from the staple bread-stufis in the direc- 
tion of a moie vaiied diet, tending at the same time to substitute 
factory piepaiations for home-cooked food Furthermore, along- 
side tins mciease in food consumption, and perhaps not uncon- 
nected with it, there went a fall by nearly one-third in the con- 
sumption of alcohol 

In a few cases the appaient increase of consumption may be 
partly accounted for by an in ci ease of waste, which often occurs 
when x^nccs fall But the improvement in the average diet in the 
yeai of deepest dexnession as compared with the position seven 
yeais eaihei is beyond doubt The drawbacks of our dependence 
upon imported food are often pointed out, but in the past two 
yeais the much lower level of food prices compared with the 
prices of manufactured goods has been one of the principal 
reasons for the comparatively happy position of this country 
One vondexs v hat might have happened in some of the depressed 
aieas of Great Britain had this cheap food not been available 

A E Feavearyear 



THE CANADIAN MACMILLAN C03I MISSION 

Bejport of the Royal Commtssion on BayiLing and (hiiiency 
%n Canada (Ottawa Eang’s Prmtei, D33 Pp J 10 
60 cents ) 

Thebe Lave been Commissions on such sjkh itu niatteis 

as individual banli failuies, and many pailianienlai \ (‘onnmtteeh 
on Canadian banking and cuiiencv in genenil, hut this is the 
first Eoyal Commission evei appointed to eonsuit i c*eitaiu hioad 
aspects of the Canadian banking and cuiicikn s\st(‘m Its 
findings, tlieiefore, ha\e bomething moie than the usual inituest 
Although the terms of lefeience given to the Coinnussiou 
included all aspects of the Canadian nion(‘tai\ s\vtt‘iu, the 
Commission considered that its mam pioblein was in ctuineifion 
with the desn ability of estabhshing a cential hank 

The Commission consisted of Lord ]^laenuilan, ISu Chailes 
Addis, Sir Thomas White, Mi J E Biownlee, and Mi raMudi\ 
Leman Lord Macmillan was the diainnan, and no < onunent on 
this eminent juiist and public man is ne(n‘ssai% , the M.u nuiiun 
Repoit has made his name known to ail nittu(‘''t(‘d in inoiietai\ 
matters Sn Cliailes Addis is also well known anti t'sltnuiuMl 
through his accomplLshments in fields of hankuiu anti ml einat uuud 
finance Bir Thomas Whitt^ is known as (’anatia tanuais wai- 
time Finance Mmistei Since his \oiuntaiv H*laeiiH‘nt ioun 
public life in 1919, he has lieen engaged m the hnant lal wtaki 
though a law^^cr by training - -and is a diits toi of Iht* ranatium 
Bank of Commerce and Mce-piesident of tiu^ National Tiu-^t 
Company (Toronto) Mi Biownlee is also a Iaw\t*i anti i<ti tlu^ 
jiast several yeais has been the able and it^'^pta U‘d Pnmt^ Miin-vtt‘i 
of Alberta IVtr Beaudiv Lenuin an tuiirnuMu h\ piofo‘-'-n»n 
has been m active banking woik toi main mmi-. anti nt»w 
manager and vice-president of the Bantpie ( 'anathtumt^ \alionah* 
one of the two Fiench-Canadian banks Mi B .1 Pitlautn ttf 
the Depaitiiient of Finant*c, and Mi A F \\ Plumptu*, td tlu^ 
Umveisity of Toronto, acted as setrctaiies 

The Commission met m Ottawa early in August ami aftt*r a 
brief orgamsation session, jiroceeded to \utona, lit’ It then 
crossed the continent to Halifax, holding puhlit luMiingH m all 
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the mam cities Some private sessions were also held with 
vaiions piovmcial governments, presumably upon techmcal 
aspects of provincial finance Any individual or orgamsation 
wishing to do so could give evidence, and a great number of both 
availed themselves of the opportumty Although district 
officers of the banks were heard at many centies, the final sessions, 
held in Ottawa, weie given exclusively to the banks Approxi- 
mately 800,000 words of evidence — which, it is understood, are 
not likely to be x^nnted— weie taken and all points of view were 
represented 

The fiibt chaptei of the Keport is a brief introduction to the 
Xiroblems facing the Commission Chapter II gives a concise 
historical sketch of the Canadian financial system — ^Domimon note 
issue, banks and the other difierent financial institutions — ^while 
the third chapter desciibes their operations The fourth chapter 
analyses the Canadian economic and monetary structures, and is 
really the lieginnmg of the analytical section which leads up to 
the C Commission’s conclusions Chapter V carries the analysis 
furtliei, and discusses the geneial nature and functions of central 
banks, and their application to Canada These two chapters 
contain the analysis upon vhich the Commission’s conclusions 
icspccting the estalihsliment of a central hank are founded 
Chapter VI deals biiefly with agricultural credit, and Chapter VII 
with ceiiain minoi ])io])lonis in banking practice Chapter VIII 
IS a brief summary, vith the recommendation that a central 
bank should be estabhshed This concludes the report proper, 
which all the membeis of the Commission signed 

An addendum bv Sir Thomas White disagrees with some of 
the analyses made in Chajiter III, mainly on the theory of the 
creation of bank dexiosits Theie is also a memorandum of 
dissent by Sir Thomas White, in which he disagrees with the 
recommendation for a cential bank Mr Leman has a memoran- 
dum of dissent on the same point, and so, in effect, the establish- 
ment of a (‘cntial bank is recommended by three to two Mr 
Biownlee has a memorandum (not headed as that of dissent) 
in vluch he elaborates liis views on certain points of interest 
to the Canadian West — interest rates, bank profits and bank 
diiectoiates- He also enters objections to the form of the central 
bank suggested in an apjiendix The first appendix is headed 
“ Suggestions as to Some of the Mam Features of the Constitution 
of a Cential Bank foi Canada,” and is in summary form Further 
appendices contain statistical tables It might be added that the 
Report IS pi of use with statistical matter, much of which was 
XO 173 VOL XLIV E 
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available befoie, but some accesbible to the publu foi the fust 
time 

Before staitmg to comment upon the main eoiu hisKjn of 
the Bepoit — ^the establishment of a cential bank- the mnioi 
conclusions may be touched on biietl\ The (\>mmission 
recommended that the jiioblem of agiieiiltiiial ciedit should l>e 
investigated further with the aim of getting a ( oinpi cliensu 
scheme develoj^ed No one can sexiously object to this lecoin- 
mendation, although agiicultural ciedit has been iiu est ig<ited 
often enough in Canada that some action should be possible 
The Canadian Banlv Act has a section vhieh is intendeci to lestiu t 
the bank discount late to 7 pei cent It is so voided ho\\e\ei, 
that it IS legally evaded and is not completelv c‘ile<tne Foui 
of the Commissioneis lecommendcd the lejieal of this station, 
Mr Bio^\nlee vas in fa\oui of its letenlion TIu' siition is 
probably not of gieat economic signihcant*e althoiuxli it is stioiigh 
favouied in the lural aieas, paiticidaiU iii the Wt'st XhoIIhu 
point aiose in connection vith the ext hanye ( haigt^s <»ii cud of 
town checpies The Commission suggestt'd that the hank*- nui»ht 
forgo this charge and obtain then compensation in othei and 
less nutating wa^s This suggestitin not a i ts oninumdation 
will doubtless not bo accepted h\ the iiank-^ .dthoiurh then* a 
great deal to be said foi it The iiuestment banktus liad liopt*d 
that the Commission would make «i pi onoum eimmt .111*011^1 tlie 
practice of the chaiteied banks dealing in and dHtiihutmg 
securities The Eepoit dist usses the unit tci and nuat^h suggests 
that the ehaitcied banks should desd onh in tht^ iugiu*'-t gi ade 
of bonds This haidly meets thc^ hopes of tlie !>ond dtaleis, 
and considerable disappointment has been expii^Nsisl b\ them at 
the neutral tone of the Commission A nuinluu of otluu points 
were touched upon, but the\ aie of lessor genei «il int ei est 

Befoie pioceediiig with the anahsis of tlie mam a-.pe<tn of 
the Repoit, it may be well to sumiuaiise iuieth tfie *-tni« tuio of 
the Canadian monctaiv s\stem In TUk hef»ae t lie t h.uige^. 
consequent ujion the wai weic ma<le the Co\enim<mt i mime \ 
and the banking system made up the m<met,n\ s\s!em Tin* 
subsxdiaiy coinage calls for no comment Tim Co\t*iitmenl 
note issue, termed the Dominion note isMie was with gold 
the legal money of the eountiy, aiul was issued a of 41 

certain basic fiee issue, the balance nmnvd h\ a out* Immiii*d 
per cent reseiye m gold The Dominion lude i>>ue fum Honed m 
an automatic wa\-~-the Dcqiaitment of Finance 1 liaugtnl notes 
for gold and gold foi notes— and " the grm^th of the issue was 
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dependent on the acquisition of additional gold stocks ” (para- 
graph 182) Although the actual proportions have changed, 
this i:)iinciple has been in opeiation fiom federation to the present 
time The banks aie both savings and commercial banks, and 
have the light of fiee ” note issue up to the amount of their 
paid-up cajutal, issue beyond this is possible undei certain 
conditions — de}>ositing legal money or paying a tax duimg certain 
months Theie was, of couiso, no cential bank, or any similar 
institution 

The Kexioit desciibes the situation as follows 

183 As there were then no rediscounting facilities or 
<uiything of a similai character within Canada, there was no 
wa\ b\ which the banking system could, within Canada, 
quick] V inciease its cash reserves It was thus forced to 
leh upon its quick assets lealisahle outside Canada 

184 Eacli bank extended or limited credit m light of 
its ])osition in teims of cash within the country and claims 
on cash without The fundamental consideiation of a bank 
w«is always to keep its position sufficiently liquid to meet 
all the ( ash demands made upon it On the Canadian banking 
stiuctuie as a whole the main demands for cash, apart from 
cIomestK* seasonal needs, weie foi meeting external require- 
ments The ability to meet this demand imjihed the ability 
to maintain the gold standaid 

This inonetaiy system was thus automatic,’’ and functioned 
well in the pie-wai world 

In 1914 the Finance Act was passed, and has been m eJffiect 
evei since It peimitted the Depaitment of Finance to advance 
Dominion notes — legal money — ^to the banks upon the deposit 
of satisfactoi v coliateial, mainly high-grade bonds This process 
was in elle(t le-discountmg No piovision for, or reference to a 
gold iesci\e is contained anywheie in this Act The opeiations 
undei this Act— opeiations wdnch weie essentially central banking 
in chaiactei — weie earned on by an admimstiative director of 
the Goccinment Thus, the advent of this Act changed entirely 
the automatic nature of the system 

The immediate problem of the Commission was to decide 
whethei this system should be carried on or if some change 
should be made Although the Finance Act served admirably 
as an emergency device, its long-run merits were seriously 
questioned, and Canadian economists were geneially agreed that 
it was decidedly unsatisfactoiy as a permanent measure Even 
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the bankers — ^^ho m geneial appioved of it— ■v\eie in .snino eases 
willing to admit that some change could be made \\ith beneht 
And so the continuance of existing inachmei v \\ithont <un c Ininge 
was hardly a serious possibility The mattei then hciaine one 
of the form and direction of the change 

Three possible lines of change weie mentioned dim iinsi 
that of repeahng the Finance Act and haMng no ledist onnting 
mechanism — ^was not serioiislv consideiod ddie having 

become acciistonied to the use of le-discounts teit tliat a leturn 
to the 1914 situation was undesuahle It is also piohaide that 
the absolute size of the Canadian balance of paviutaits is now 
so much greater than befoio the wai that th(^ s«une dt‘<*entiahsed 
machinery could not woik m the a])fiaienth stiainless wav tlnit 
it did then The how of foieign cajiital into ( anada was <iIso an 
important factoi in the pie-v\ai svstem Tn anv t as(‘ I hen* was 
little opimon m fav oux of letuimng to tlie det cni i alised piv wai 
system. 

The second possibility — advanced by thc^ l>ankeis m<unl\ 
was that the Finance Act might be ad<ipti‘d to pie-tait < oiiddions 
and its administration ])laced in the hands of a lepioscntat iv e 
Board ap|)onited by the (k)V’'einment 1 be majoiitv of 
Commission rejected tins— Bn Cbailes Addis is n^poitcii to have 
termed it the “ fifth wheel to the coa(*h ” on tht' basis t hat eithei 
it did not have sufficient powei to do its job piopmlv oi if it <iid 
it became m effect a cential b<ink This cmek Insnni apptMis tpiitt* 
sound One cannot help feeling th<it the bankcis \%viv boguhng 
at the name — cential bank -as mu( h as at the thuii'* itself 

The majoiity of the Commission v\as thus foiu*d to the 
logical conclusion that li v\as desnaliie and neet*ssai\ to estaldish 
a central bank ChajitciH IV and V <ontiUn the anahsun wliuh 
leads to this conclusion, and, m geneial, oiu* must auiee with 
this analysis There aie, howev’e!, ceitain points paitieulaih 
with lespect to the note issue — at vvhah tlu* oitlnulox view 
on central banking colouxed the analvMs and is of doubffui 
validity This, howwei, v\i}l be discussed latei In geneial. 
one agrees thoroughly with the lecommendation of the lU^port 
and most of the analysis leading to it 

The memoianda of dissent filed bv Sir 1 hoinas \\ bpr and 
Mr Leman are not eonvinemg Thev do not imH the vital 
point — that some central institution of piestmt% not nu*r<d> a 
departmental or public committee, must be in tsmtiol of \lm 
monetary standard of the country Bir llioinas \\ lute h 
for opposing the establishment of a cential hank vu^re, that 
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dislocation to the system may occur, that international monetary 
conferences and action are of uncertain merit, that control of 
the price level is q[uestionahle and that other countries having 
central banks is no argument for one m Canada The irrelevancy 
of these points to the mam issue can be seen Mr Leman raised 
the constitutional problem — ^which is of doubtful validity here, 
but IS evei piesent in any Canadian problem — and added that 
the time vas inoppoitime for establishmg a central bank These 
points are also not germane to the mam problem and do not 
begin to meet the logical analysis advanced by the majority 
of the Commission Both of these commissioners — on the 
assumption of a cential bank bemg established — ^raised certain 
points about its form which will be dealt with later 

Agieemg, then, with the mam conclusion in favour of establish- 
ing a cential bank, the other impoitant matter is its structure 
and functions And here theie are certain points made in the 
suggestions m the appendix with which agreement is difficult 
The suggestion is that the stock of the central bank should be 
held by the public , that the fiist set of directors be appointed 
by the Goveinmont but afterwards (by implication) elected by 
the shaieholdeis, that the ffist governor and deputy governors 
be appointed by the Government, and that afterwards such 
officers be appointed by the directois, subject to the approval 
of the Government This in efect means a private institution 
(with a limited dividend late) wath only such direct Government 
contiol as approval of the selection of the executive officers 
implies 

There is no objection to individuals supplying the capital 
for the bank if at the same time they have little control over 
the diieotois and management In fact, the capital of the bank 
— its bouice and amount — is of lelative insignificance, the im- 
poitani thing is the control of the bank Doubtless the point of 
the suggestion in the Report is to give the central bank a suffi- 
cient degiee of independence that it could carry out its functions 
efliciently Theie is no doubt that an efficient central bank 
needs a ilegiee of independence from its Government, but it is 
doubtful if such a device as this is, on balance, suitable for this 
purpose The Bank of England and its traditions are the result 
of a long giowth and evolution, and one questions whether its 
form IS one to be emulated, despite all its estimable and successful 
qualitie.> in England Complete independence is, of course, im- 
possible, since any corporate institution is a creature of the State 
A central bank is an institution to which the State delegates a 
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certain very important function — the contiol of the nionetai^^ 
system — but this function has definite social and public^ <ispe<‘ts 
and must be recognised as such The llepoit itself staters (|)ai«i- 
graph 207) that the State “must necessaiiK letam ultimate 
sovereignty in matters affecting the ciuiencx llie important 
point IS that central banking is a social function and it is cpiestion- 
able if a created private organisation should have this power 
delegated to it 

There can be no question that it is the dut\ of tlu^ <*tmtial 
bank to stand out against the piessuie of go\ einniental policies 
which the bank believes to be injuiious to the public uood But 
if a Government decides that a ccitain momdai\ pohtw using 
the term in its broad sense — is desuable, and if it is ]uepaied 
to follow it at all costs and to be lesponsihle to tlu* public foi 
it, then it must be, undei a demociatic schenu^ ot gowinineut, 
the duty of the cential bank to ean\ out this polu \ In an 
extieme case the bank lna^ ap])eal to thc‘ s(>\ (ucugut \ of 
people by making the mattei at st<dve a public i-hsuc* bt‘tw<‘c*n it 
and the Government Biuh a possihilit\ , howtwei ivnu>ii\ ih 
bound to exercise some restiaint ujicjn even hc'adstiong 
administrations 

It must be realised that the alternuti\c^ foim of tontiol » 
Government selection and a])pointmcnt- caines with it tiu* 
possibility of abuse, and that pool and iiuoin potent nuui ma% 
obtain a place upon the dnectoiate oi e\en in thc^ management 
This possibility, howevei, is also txue to sc>nu‘ c^xtcuit of pinate 
selection The iisk is one which has to he takcui and the gcuieial 
level of Canadian public upjioint incuts has on the* wlioh* htsm 
reasonably good, sufiicienti\ good that tlu*H‘ is no loom for 
assuming that the bank would he Henousi\ weakcuuni b\ such 
a practice 

Although the private foiiu of oigunisaticm is ont‘ of the 
suggestions in the appendix — which is m no stnisc* a fotmal 
recommendation — Sir Thoman White and Mi Ibownhs* both 
voiced definite objections to the idea Mi U num m Iik 
expressed no definite view on this jKHiit, but it ih no! impcwsible 
to get the view^ that he is doubtful of it This liowtnei. is 
quite uncertain Mi Brownlee’s objections an* not diHsiitukn 
to the view^s expiessed heie, while Bir Thomas White has the 
added point that piivate owneiship would lesiiit in the un 
healthy condition of eaiuassmg anti lobbying foi \otes 

It is not possible to make any pieeise predudion a^ to the 
reaction of the countpv on this point There is a stuaig geneial 
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public ownership sentiment in parts of Canada, and this may 
colour the result It is to be expected that the West would not 
favour a private institution However, the final form of the 
bank is not clear at present, and it is quite possible that pohtical 
influence will cause the form to be defimtely a public one 

Turnmg to the suggestions as to the powers and functions 
of the proposed cential bank — however orgamsed — ^there are 
a few points which stand out and call for discussion The note 
issue, for example, is handled in a doctrinaire manner In 
Chapter V it is flatly stated that it is essential for the full and 
satisfactory woilang of a central bank that it should have the 
sole light of issue of legal tender notes ” As Canadian bank 
notes are not legal tendei, this statement does not seem to apply 
to them, but the appendix suggests extmgmshmg the banks’ 
note issue, which seems to imply that the above statement is 
deemed lelevant to the Canadian situation Leaving aside the 
legal tender aspect, it is surely incorrect to say that a central 
bank must have the sole light of issue in order to control the 
system Piesiimably the mam puipose of giving the central 
bank the sole light of issue is to ensure that when expansion 
occurs the added demand for hand-to-hand currency will force 
the commercial bank to lesoit to the central bank — ^that is, the 
commeicial bank will have to “ buy ” more central bank notes 
with le-discounts But this whole argument is only of significance 
for that pait of the note issue which fluctuates or is elastic Surely 
the substratum is unimportant, and it is only the elastic part of 
the issue which the cential bank needs to have in its own power 
It may be assumed that the purpose of a central bank is to 
give contiol of the monetary system to a specialised institution, 
and that it is not pumtive in that it is created to make an added 
buiden on the commeicial banks Thus if the chartered banks 
lose then note issue — on which they, coirectly or incorrectly, 
place gieat weight — compensation will have to be given in other 
directions , foi example, the reseve ratio will have to be lower 
Theie is no theoietical objection to the banks being given a fixed 
— equal, say, to the average circulation for the last two or 
three ye&rs — with the central bank supplymg the balance of the 
currency The banks appear to place great weight on the note 
issue privilege, and much antagomsm to a central bank could be 
lessened by meeting them on this point, which is not essential 
to the existence of an effective cential bank. This plan would 
not give a homogeneous circulatmg currency, but this is hardly 
a point of importance 
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The Repoit suggests the plan of a fixed statutory leseive for 
the commercial banks and mentions a specific figui e llie pm pose 
of a req[uired reserve is to ensure that the ceiitial bank -wiil be in 
control of the banking system, forcing the conimeieial banks to 
resort to it on its own terms Theiefore, m setting up a cential 
institution, the reserve should be fixed at such a point tiiat it will 
not constitute a new net burden on the coniineicaai banks, but 
will ensure control to the cential banlc when expansKui oecuis, 
this, of course, assumes that the banlv is being stai ted in a depies- 
sion period The Report suggests that iesei\es e<[iial to say, 
5 per cent ” of total deposits m Canada should be held with the 
central bank 'No distmction is made between tune and demand 


deposits, and the late is simply against the aagie^gati* As 
Canadian “ savmgs ” accounts are checked against to a t‘onHider- 
able extent, there is probably no seiious objection to c*omhining 
the two classes of deposits for this pm pose This ligmc^ is set 
on the assumption that the Domimon Government deposits will 
be transferred to the central bank and that the note issm» wili 
be extmguished There is, howwei, no statistical <uiahsis oi 
verification of such a figure, and theie is thcrefoie no evidmui* tliat 


the proper figure is not 6 or 7 per cent In the <d)senee of suppoi t - 
ing evidence, the validity of any such figme mav be cpu^stioncnl 
It IS not easy to calculate just w^hat the propei should be 

because of the foreign busmess of the Canadian banks < huieialh 
there is a net balance of deposits in outside banks in then faroxn 
they have substantial quantities of gold and I mi ted States 
currency (particulaily in the West Indian blanches) outside 
Canada, they have call loans in London and New' Yoik whieh will 
run anywhere from 4 to 6 per cent of then total assets, and they 
have foreign securities m outside centres Bankeis say that a 
goodly proportion of all this is a reseiw^c for the foieign ci(>posits 
and busmess of the banks, but they also admit that smne of it^ 
outside call loans, for example— is a lesei^e for the mteinal 
an^g structure Thus the mattei is a complicated onc^ 

Not only IS the specific figure questionable, but tlu‘ method 
Itself could be improved If the central bank wen^ gnen the 
right or power to set the reserve ratio itself, and to hUvt it 

^ tlie 

monetary system and the period of transition would be t^amei 

1 sta^ut dislocation iic^eauKe of 

a statutory reserve rate either too high or too low Kxpeiieiu^e 

seems to show that in countries where tradition cannot be relied 
npon, a feed reserve for the commercial banks is very necessary , 
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but there is a great deal to be said for putting the fixing of the 
ratio m the hands of the central bank This point is of much 
greater importance than the note issue, and might possibly arouse 
less antagomsm on the part of the banks 

The reserve for the central bank is suggested at 25 per cent 
in gold or foreign exchange Both Sir Thomas White and Mr 
Leman voiced strenuous ob 3 ections to the foreign exchange ’’ 
clause , they felt that severe losses could come to the central 
bank through the holding of foreign exchange This, of course, 
IS quite true But it is curious that these comnussioners — ^both 
well acquainted with Canadian banking practice — should not 
realise that the Canadian banks have always held part of their 
second Ime reserves m the form of call loans abroad When in 
the past the banks were attacked, usually by agricultural mterests, 
with draming capital from the country through ma kin g foreign 
call loans, the reply was that such call loans are part of the system’s 
reserves Although the figure 25 per cent is relatively low, there 
seems little good leason for any statutory reserve at all , the whole 
matter could be left to the discretion of the bank, rather than 
centrmg interest on a certam arbitrarily selected figure 

The other suggestions made are along the usual Imes, and 
include a limitation of the dividend rate to 5 or 6 per cent , with 
excess earnings gomg to the Government, the central banker to 
be the banker for the Domimon Government, and possibly for the 
provincial governments — ^which is an entirely difierent and more 
doubtful matter — the management of the federal pubhc debt 
by the bank, and a list of the usual powers of, and hmitations on 
discounting and lendmg and operations m general Certain 
minor points aiise m these various suggestions, but they do not 
warrant discussion here 

The whole foim of the Beport is curious, or rather ambiguous, 
and it IS not always clear as to what is a majority decision and what 
are the points of dissent It would have been much easier to 
understand the position of the various commissioners if majority 
and mmority reports had been submitted, with no overlappmg 
The appendix containing the suggestions as to the form of the 
banJi IS very brief and sketchy, and it is not in that part of the 
Beport signed by the commissioners , some of the commissioners 
in dissent object to parts of it as if it were a part of the Beport, 
and m general there is no clue as to who supports what As this 
section IS the most concrete one, the most interesting to many, 
and the one on which legislation will or will not be based, it is 
regrettable that it is placed in such an ambiguous position 
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Looking at the task given to the Commission, one sees thiee 
mam problems for it to tackle Theie was the mattei of estab- 
lishing a central banli, and, if so decided, the foini of the banls:, 
and finally the monetary pohcy to be followed by Canada The 
first one, it turned out, occupied the Commission exclusively^ , 
and it seems, in the light of present evidence, to be the least 
sigmficant of the three The Canadian Prime Minister, according 
to Press reports, is reported to have stated that as far back as the 
autumn of 1931 he had concluded that Canada must establish a 
central bank He is also reported to have stated that his lesolu- 
tion to establish a central bank occurred duimg or aftei the London 
Monetary Conference If this is so, the whole procedure of 
appointing a commission to travel about the country may be 
questioned 

The second task, that of giving aid in the precise form oi the 
central bank and on the many points connected vith its establish- 
ment, IS done in a very brief and summaiy mannei A little 
more than two pages is used to give certam bioad suggestions— 
thirteen in all The suggestions are quite standaid and oithodox 
m form, and do not appear to meet the many peculiar (^anadian 
points Thus the second problem is haidly met at all 

Of the three problems, the third — that of monetaiy policy — 
is much the most important, and one on which a Commission of 
this type could render great service With fluctuating foieign 
exchanges, and the mam countries of the woild pui suing difierent 
monetary policies, an exammation of the Canadian position 
would seem to be of particular value and assistance Cnfoitun- 
ately no such analysis was attempted or even mentioned, except 
by Mr Brownlee, who deprecated its absence, it appeals, in fact, 
to have been defimtely ruled out by the Commission The 
Macmillan Report in Biitain was of this geneiai natuie, it is 
quite clear that the Canadian document does not aj>pioa<»h liie 
British Report in merit 

Thus it can be seen that of the three mam monetarv pr(>!)leins 
facing Canada, the Commission met the fiist one squaiely and 
competently, scratched the second, and did not even get near the 
third Brom a strictly economic viewpoint, the fiist pioblem^ — 
that of the desirabihty of a central bank — is the easiest, and needed 
no Commission to settle. On the other hand, the political value 
of having such a Commission recommend this step is doubtless 
considerable It does seem regrettable, though, that with this 
Commission in existence more was not done on tlie secamcl and 
third problems 
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Assuming that the Commission was a serious effort to meet 
these questions, it is unfoitunate that no officei or competent 
peison fiom a Fedeial Reseive Bank was on the Commission 
Ii respective of the lelative meiits of the commercial banking 
systems of the United States and Canada, the experience of the 
Federal Beseive System is paiticularly apropos in Canada 
The two countries aie similar in economic orgamsation and they 
have both faced the same problem — that of constructing and 
attachmg a cential institution to a decentralised system The 
form of the Federal Beseive System — based on unit banks — 
has no paiticulai value in Canada, but the experience of the 
system m its operations would appear to have much for Canada 
It also seems regiettable that no Canadian economist was a 
Commissioner Such a member of the Commission would have 
been of great assistance in bringmg out the many peculiar featuies 
of the Canadian economy, and could have done much to adapt the 
lathei doctrinaire suggestions to those features 

Theie seems little doubt that a cential bank will be established 
The Pi line Minister lecently stated (before the Report was made 
public) his intention of introducing legislation m the coming 
session of Pailiament, which opened in January, to establish a 
central bank, and the leader of the official Opposition pronounced 
m favoui of such an institution more than a year ago The third 
party has ahvays — foi various reasons — ^been in favour of a 
central oi national bank, and so it would appear that some kind 
of an institution is fan ly certam 

Whatevei may be the meiits of the Report as a public docu- 
ment, it would be less than justice not to pay tribute to the 
time, attention, and labour which the Commissioners gave to 
then task The woik of tiavelling and hearing all sorts of wit- 
nesses was axduous and difficult, and the final labour on the Report 
was haidh^ less so Foi two months the Commissioners were 
engaged on this task, foi which they deserve great thanks The 
Biitish Commissioneis in paiticular sacrificed well-earned holidays 
to paitieipate in the work, and their main reward is their contri- 
bution to the solution of some Canadian problems and the very 
pleasant memoiies which many Canadians have of their contacts 
with these two gentlemen 

Queen^s Umveisitif, C) A Ctjbtis 

Kmqsto7i, Oni 



THE EQUILIBRIUM OE THE FIRM 

1 Thb exploration of the conditions of eqiiilibiiuni of the 
individual firm has in recent times occupied to an inci easing 
degree the attention of economists This, as should be e^ idont, 
was a necessary development of the so-called paiticulai cqiii- 
hbrium method of analysis developed by Marshall and especially 
of the conception of the “ supply-curve the postulation of a 
definite functional relationship between price and late of supply 
in the various industries The latter, though an integial pait 
of the Marshallian system, was by no means such a stiaight- 
forward self-evident conception as its counteipait, the demand 
curve The reasons for this asymmetry aie not fai to seek 
The assumption that buyers respond to price stimuli in a definite 
and unequivocal manner (which is all that the demand cuive 
implies) can be deduced from the general ])ioposition that, they 
have a defimte system of wants and act in accoi dance with it, 
that IS to say, it can be directly derived fiom the gcneial ])ostu- 
lates of the subjective theory of value But the assumption 
that sellers do the same is a much more complex atlaii - at <iny 
rate m a world where production is earned on on a co-opcu alive 
basis It imphes that theie exists a mechanism which trans- 
lates techmcal and psychological resistances into t‘C)»t csom- 
putations in such a way that a defimte amount of a commodity 
will be offered by each producing unit in response to <inv piK*e 
It imphes, therefore, that there is a definite relationship between 
the costs incurred and the amount produced for each indivulual 
source of supply and between price and the iiumbtu of such 
producing units, and finally between price and some derivative 
of the cost function of the individual pioducing unit Biieiiy 
then, it assumes two things perfect competition ^ and the exist- 
ence of a definite cost function for each firm (Hie assumptiijn 
of perfect competition is, of course, also necessaiy m the case 
of the demand curve But on the demand side this can more 
or less be treated as a datum ” — at least m so fai as the demand 
for consumers’ goods is concerned ^ — for it follows fioin the 

^ Under “perfect competition,” here and in the following, wo Riniply iiwmi 
a state of affairs where all prices are given to the individual firm, uidependoutb 
of the actions of that firm 

2 The demand for producers’ goods (derived demand functions), on tht> otiu i 
hand, are more hke supply-functions m tins and the lollowing respotts 
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facts that in buying individuals act alone ^ and that the con- 
tribution of a single individual to the social income and, thus, 
his individual spending power, is relatively small But the 
nature of the conditions of competition on the supply side, as 
IS now increasingly realised, is itself something to be explained ) 
In order to arrive at the supply curve for an industry, therefore, 
it must be shown that coriespondmg to each price there will 
be a definite number of firms m the industry and a defimte 
amount produced by each when all firms are in equilibrium ^ 

Moreover, the importance attached to the nature of the 
post-Marshalhan economics, the division of 
mdustiies into those of ‘‘increasing,’’ ‘‘ constant ” and “ dimin- 
ishing supply price,” and the distinction between “ external ” 
and internal ” economies, which postulated difierent cost 
functions foi individual firms and for the aggregate of firms 
composing the industry, made it more than ever necessary to 
analyse the conditions of equilibrium for the individual firms 
befoie any postulates were made about the supply -function of an 
industiy Foi only when the necessary functions are found 
which dot ei mine the behavioui of individual firms and some 
foimal conclusions have been arrived at about the forms which 
these functions can actually take and when the mter -relations 
of these cost-functions have been analysed, only then can we 
del 1 VC those supply-curves of various shapes which the simple 
two-dimensional diagram at once suggests to the mmd ® 

^ This IS not to bo intoipietod as saying that “ co-operative buying ” is not 
feasible But the ad\ aiitagcs of buyers’ co-operation consist solely in market- 
ing ad\antag(s (in “ C's^ploitmg ” sellers), while the advantages of sellers’ (pro- 
ducerb’) co-opeiation follow from the principle of the division of labour and 
exist indopcndontlj^ of any additional marketmg advantage which can thereby 
bo gamed 

^ Both ^Marshall and Professor Pigou appear to argue that an “ industry ” can 
bo m oqiiihbiium without all the fums composing it being simultaneously in 
equihbiiuin This is tiiio in one sense but not in another If it is assumed 
that fiiTOS ha\ e a tinito life like individuals, that they giadually reach their prime 
and then detime, it is, of course, not necessary that all the firms’ outputs should 
be constant when tho industry’s output is constant But if the growing output 
of :}oimg firms is to cancel out tho declinmg output of old ones on account of 
something moro than a lucky comcidence, it is necessary to assume that all 
fimis aio m ocpnlibiiuin, % e that they produce the output appropriate to the 
luiing pi 1C os, to then costs and to theti age The introduction of a third type of 
variable ” (? e the finn’s age) merely implies that equihbrium must also be 
established with res^iect to tins, it ceitamly does not imply that equihhrimn 
need not be established wnth respect to the other variables 

® IpTitli tho growing realisation of tho difiEiculties confrontmg any attempt at 
a workable definition of tho concept “ commodity,” doubts arose concermng the 
legit miaey of the concept of a smgle “ mdustry ” which are probably more 
important and fundamental than the objections raised m the present article 
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2 Marshall realised that it was necessaiy to desciibc the 
mechanism with the aid of which the leactions i\lueh the supply- 
curve exhibits actually come about, and this, 1 belie\e, was 
the reason which led him to the concex>tion of the lepiesenta- 
tive firm ” His puipose was theiefoie not the estabhsliment 
of a concept which has analytical significance as such, but latliei 
the construction of a mental tool with the aid of \\hu*h the 
reaction -mechanism postulated by the supply-cui\ e can bo, if 
not analysed, at least rendered plausible 'J he rc])iesentative 
firm” was therefore meant to be no inoie than a fiiin whi(‘h 
answers the req^uirements expected from it by the siipplv-eui\e 
In the words of Mr D H Robertson ''In in\ \ie\\ it is not 
necessary to regard it {z e the lepiescntatu e linn) as 

anything othei than a small-scale replica of the suppl\"(in \e of 
the industry as a whole ” ^ In this sentcin e, I belun e. Mi 
Robertson has admirably summarised the ic<il \\e<ikness of the 
Marshalhan concept, perhaps moie so than he would hiinsell 
care to admit It is just because the “ re])iesentati\ e lii ni ” w as 
meant to be nothing more than a small-scale u'fihc a ol tlie 
industry’s supply-cuive that it is unsuitable foi Iht^ pin pose it 
has been called into being Instead of anahsing at fust the 
conditions of equilibiiuni foi individual fiiins ' and then 
deriving from them, as fai as jiossible, the c*onditions ol enpu- 
librium for an "industry,” Marshall fiist postulated the* hittei 
and then created a HzlfsLonstruLtion which answeied its 
requirements 

Professor Robbins has showm ^ that Maishalfs c*ouception 
of the representative firm (apart fioin the defect that it is 
nowhere in the Principles adequately defined) is open to the 
prima facie objection that it mtioduces elements w hit^h aie not 
consistent with the general assumptions u]>on whuli CH*onoinH 
theory is based We are here asked to comc^ntiate oui 
attention upon a particulai firm, which, whetiiei it is amnnwil 
as one selected from a laige numbei of <u*tual fnms <u meu‘h 
some sort of average of all existing firms, is supposed to 
fulfil a special role in the deteimmation of ecj[udibuum in a 

But as the results of our investigation do not depend upon tiit* \aluht\ ot thin 
concept, while its use considerably sunpMics the \\i> shall aHrtuiiit' foi 

the purposes of the present article that production tan la* diMthnl up Indutnu 
a definite number of “ standardised ” commodities, each ut whu h is Hulla lentK 
unhke the other to justify the use of the v>oid indubti^ ” upphtHl it 

^ “ Increasing Returns and the Representati’to Finn/’ usuMir Joi kn 4 i, 
March 1930, p 89 

* “ The Representative Firm,” Economic Joxjbjhai., JSepteinber 19J8 
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way which other firm& do not “ There is no more need for ns 
to assume a lepresentative firm or a representative producer 
than there is foi us to assume a representative piece of land, a 
representative machine oi a repiesentative worker ” ^ Pro- 
fessor Robbins’ criticism only afiects Marshall’s particular solu- 
tion, howevei , and shows that the kind of short-cut Marshall 
attempted will not do It enhances rather than obviates the 
necessity for analysing the conditions of firm -equilibrium as 
such 

Since Maishall’s time the analysis of the equilibrium of the 
firm has been earned to a much higher stage of refinement In 
one respect, however, later constructions suffer from the same 
deficiency as Marshall’s They also assume cost-conditions for 
the individual firms which fit %n with the postulates made about 
equilibiium rather than piove how the cost functions of individual 
bouices of supply make possible, under a given system of prices, 
a detei inmate equilibiium foi the industry Explicitly or 
implicitly, the equilibiium of the firm ” is made dependent 
upon the equilibiiiiin of the industry ” rather than the other 
way lound - And although, in this xiai ticular branch of economics, 
attention has moie and moie concentrated upon the equihbrmm 
of the individual fiiin,^ it has never been called into question, so 
fax as the jiiesent writer is aware, whether the assumption of a 
detoi inmate cost-schedule (upon which the whole theory of 
supjily lests) can be derived from the premises upon which 
static analysis, m general, is based It is the purpose of the 
present paper to show that the conception of such a determinate 

^ Op cit , p 393 

^ Cf ospocially tho dofimfcion of the “ equilibrium firm ” by Professor Pigou 
“ \\hono\ei the industiy as a whole is in. equihbrium in the sense that it 

IS pzodiicing a regular output y in response to a normal supply price p, [it] will 
itself also bo indi\ idually in equilibrium with a regular output Xt ” {Economics 
of WelfaiCy 3id ed , p 788) Professor Pigou does not, however, make cleai 
whethei («) tho tone option of tho “equilibrium of the industry” necessarily 
in\ol\es the conception of the “equilibrium fiim ” (h© merely says that “ the 
conditions of tho industry are compatible with the existence of such a firm ”), 
and (b) whether the existence of an “ equihbrium firm ” is a sufficient condition 
for tho equilibrimn of the industry In our view, the conception of an “ equi 
librium of the industry ” has no meaning except as the simultaneous equihbrium 
of a number of firms , and consequently the conditions of the latter must be 
analysed before tho concept of the “ ©qmhbrium of the mdustry ” and the 
categories of industries of increasmg, constant and diminishing supply price can 
be estabhshed 

® Cf especially the' wiitings of Piofessor Pigou, Mr Shove, Mr Harrod, 
Ml and Mrs Robinson in England, Professor Viner, Professor Yntema, and Pro- 
fessor Chamberlin m the United States, Dr Schneider and Dr von Stackelberg 
in Germany, Professor Amoroso m Italy 
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cost-function, obvious and elementary as it mav bcem, involves 
unforeseen difficulties as soon as an attempt is made to analyse 
the factors which actually determine it 

3 AVe propose to start in a loundaboiit wa^", b\ postulating 
at first the two assumptions on which the Mai.shaliicin supply- 
curve IS based namely, perfect competition ^ and the existence 
of a definite functional relationship between the costs nuauied 
and the amount produced by the individual fiiiii, ^ and then to 
examine whether it is possible to find a foim foi this (‘ost-tunction 
which will make these ti^o assumptions compatibie v ith each 
other We shall see that an analysis of the factois whudi detei- 
mine the form of this cost-curve will lead us to doubt the legiti- 
macy of the concept itself We shall also see later on that oiii 
results letain some interest even after the assumption of i>eiicet 
competition is dropped 

As IS well known, the reqmrement of the funds cost-tm\e 
under perfect competition is that it must slope upwauLs aftei a 
certain amount is produced ^ — an amount which is small enough 
to leave a sufficiently large number of films in the held (foi any 
given total output of the industiy) for the conditions oi pei feet 
competition to he preserved For the shoit-iim <inal\sis this 
presents no difficulties In the shoit-run (by dciuutu>n) the 
supply of some factors is assumed to be fixed, ami <is the pi ice 
of the other (freely vaiiable) factois is given, c‘os1s pci unit * 
must necessarily rise after a certain point (I'his folloy s simpiv 

^ If competition is unperfect, only the amount puxiiKod umitr ginn ton- 
d^t%ons of demand can be determined, but tlioro is no nlation betwtvn 

pmee and supply Mrs Joan Robinson employs the < oik opt of tlu* Kuppl\ t urv o 
even under conditions of imperfect competition {Thi htanomu'i of Impuftt 
GonvpeMwn, Ch VI), but a perusal of her book shows that she nu*r« *K n't tuns 
the name of the latter for an analysis of the formoi 

^ We ought to start, m an analysis of this sort, bj attc'inptinix to tlefuK^ a 
firm ” This, however, would render the treatment uniux OHsanh < umpht ate<l, 
and as wiU be seen later on, a definition, sufficient foi th('» purposo, omorgt h b\ 
itself m the course of the analysis (see bolow) 

3 This was first pointed out by Cournot {EcbearchcH^ p hi) MtuAhaWn 
remarks m a footnote {Principles, 8th od , p 45h) coneornm^^ CouinoCs allogfxi 
error on this point were wholly unjustified I am indoi^tod to Dr ,1 H Hu kn 
for this point 

* Under “ costs” here and in the following wo include only sut !i paMuoiits 
for the factors which are necessary m order to retain those factors m their a( tual 
employment, at a given efficiency The remuneration of “ fixed *’ fat tors (t « 
factors which are rigidly attached to the firm) form, thci afore, no part of < osts 
(Fixity of supply unphes both (a) that the factor is available to firm irre- 
spective of its remuneration, and (6) that its efficiency is nut a funt tion t>f its 
remuneration ) 

s They must also necessarily fall up to a certain point if the fixeii factors 
are also indivisible Indivisibihty and fixity of supply are, hoy e\ cr, two entirely 
distmct properties which are frequently not kept apart, as both give risi^ to 
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from the assumption, frequently styled the law of non-piopor- 
tional returns/’ that the degree of variability of the technical 
coefficients is less than infinite — which is just another way of 
saying that there are different kinds of factors ) But such a 
short-run cuive will be hardly sufficient for our purpose Unless 
we can assume that the “ fixed factors ” are fixed by Nature 
and not as a result of a previous act of choice (and it is hardly 
legitimate to make such an assumption in the case of an individual 
firm), we must again inquiie why the fixed factors ” came to 
be of such a magnitude as they actually are The problem of 
eqmlibnum again presents itself 

We must start, therefore, at the beginmng, ^ e the problem 
IS essentially one of long-run equilibrium All factors which the 
firm employs aie tlierefoie assumed to be freely variable in 
supiily and all prices to be given What will be the shape of the 
cost-cuive Will costs per unit vary with output, andif so, how ^ 
(i) If the assumption of complete divisibihty of all factors is 
chopped we know that cost pei unit, for some length at any 
late, must necessaiily fall This is due to the fact that with 
inci easing output more and moie indivisibihties ” (actual and 
potential) aie oveicome, ^ e either the efficiency of the actually 
emiiloyed factors increases 07 more efficient factors are employed 
vhose employment was not remunerative at a smaller output ^ 
Given tlie state of knowledge, however, a point must be reached 
vhere all technical economies aie realised and costs of production 
therefore reach a minimum Beyond this pomt costs may rise 
ovei a certain range, but (if, in accordance with our assumptions, 
factois continue to be obtainable at constant prices) afterwards 
they must again fall until they once more reach their minimum at 

“ fixed ” costs, i t costs which do not \ary with output But on our definition 
of costs, only the lemuncration of indiMsible factors whose supply is not fixed 
enters into costs, while indi\ isible factois of fixed supply, although no part of 
costs, mfluenco costs (thiough changing the jiiiysical productivity of the other 
factors) in a inannei in which factors of fixed supply which are not indivisible 
do not (Factors of tho latter category can only influence costs upwards, not 
doimiwardh ) The relo\ance of this distinction in connection with the present 
paper will become clear latei on (see § 7, p 73 below) 

^ It a-p-peais methodologically convenient to treat all cases of large scale 
economies tinder tho heading “ mdivisibility ” This introduces a certain unity 
into analysis and makes possible at the same time a clarification of the relation- 
ship bctvt een tho different kinds of economies Even those cases of mcreasmg 
returns w hero a more than proportionate increase in output occurs merely on 
account of an increase in the amounts of the factors used, without any change 
in the proportions of the factors, are due to mdivisibihties , only m this case it 
is not so much the original factors/’ but the specialised functions of those 
factors, which are indmisible 
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the same level as before The optimum pomt can then only be 
reached for certain outputs, but there is no zeason why the 
successive optimum points should not be on the same le\el of 
average costs Indivisibihties, causing rising costs ovei ceitam 
ranges, thus do not explam the hmitation upon the size of the 
firm so long as all factors are fieely vaiiable and all piK‘es aie 
constant 

(ii) It has been suggested, alternatively, that there <ue 
“ external diseconomies ’’ imdei which (as peciinicii y disecononiies 
are ruled out by defimtion) must be meant the limitation upon 
the supply of such factors as the fiim does not diiectly employ 
but only indirectly uses (Cf Paieto’s exainj)le of the using 
costs to transport agencies oving to tiafhc congestion ) But such 
external diseconomies (assummg that they exist) aie again not 
sufficient for oui purpose By definition, they ailect all hi ms 
equally,^ and therefore do not explain why the output of tfio 
individual firm remams relatively small (the nuiubei of turns 
m the industry relatively large), as they only gi\e a reason y hv 
the costs of the mdustry should be using, but not win the (*osts 
of the mdividual firm should be rising 7elaiireh/ to the oj 

the industry The diseconomies, theiefoie — m oicku that they 
should account for the hmitation upon the size ol the fiinu must 
be internal 

(ill) It follows clearly fiom these consideiations that (as 
diminishing returns to all factois together aie not coneenahle) 
the technically optimum size of a pioductne combination <*annot 
be determined if only the puces of the factois and the })ioduction- 
function of the commodity aie known Knowledge of these 
only enables us to determine the optimum piopoitions m which 
to combine the factors but not the optmium amounts of these 
factors In ordei to determine, theiefoie, the cqitimum size of 
the combmation it is necessary to assume that tlie supply of <it 
least one of the factors figurmg in the pi oduc t ion -function 
should be fixed which case the “ optimum size ’’ (oi at an\ 
rate the maximum amount of the pioduct wduch can he pit^- 
duced at minimum costs) becomes deteimmate as lesult of 
the operation of the law of non-proportionai leturns ^ 


^ If external diseconomies affect different fiims imo(iualh , Uub in(*icK 
explains why some &ms should expand relatively to others, l)ut not why tIu*iV 
size should be hmited (Similarly to the case where different hmw Imx e difituent 
access to external economies ) 

of ' the determination of tho “ optiiuiim ” if ono 

of the factors had a rismg supply-curve to the film This, ho-wo\or w not < urn- 
patible with the assumption of perfect competition 
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Moreover, it is necessary that the factor whose supply is 
fixed ” foi the fiim should at the same time have a flexible 
supply foi the '' industiy ” — otherwise the industry would have 
to consist of one firm or at least a fixed number of firms It is 
not the case, therefoie, of a factor which is rent-yieldmg for an 
industry ” (a special kind of land, for example, which, though 
its supply foi the industry is fixed, must have under the assump- 
tion of perfect competition a defimte supply -price for the indi- 
vidual firm ’), but rather the reverse a factor which rent- 
yielding (price-detei mined) for the firm but has a defimte supply- 
price foi the industry In this case, therefore, the fixity of 
supply must aiise, not from a natural hmitation of the amount 
available, but from a special pecuharity of the firm’s production- 
function , that IS to say, there must be a factor, of which the 
firm cannot have tvo ” units — just because only one umt can 
do the job 

It has been suggested that there is such a “ fixed factor ” 
foi the individual film even under long-iun assumptions — 
namely, the factor alternatively termed management ” or 
enticpieiieuibhip ” As it follows from the nature of the entre- 
preneurial function that a firm cannot have two entrepreneurs, 
and as the ability of any one entrepreneur is hmited, the costs 
of Ihe inchvidual firm must be rismg owing to the dimimshing 
retuiiib to the other factors when apphed in increasing amounts 
to the same unit of entrepreneurial abihty The fact that the 
firm lb a pioductive combmation under a single umt of control 
explains, therefoie, by itself why it cannot expand beyond a 
ceitam limit without encountering increasing costs The rest 
of thib pajiei will be taken up by a discussion of the problems 
aiising out of this buggebtion w^hat is meant by entrepreneur- 
ship as a factor of jiioduction ^ Is its supply really fixed in the 
long run ^ And finally, does it justify the construction of a 
detei inmate long-iun cost-cui\e of the required form ^ 

4 The teim ‘ entiepreneuiship ” as a factor of production 
IS somewhat ambiguous — or rather more than ambiguous, 
possessing as it does at least three distmct meamngs What is 
generally called the “ entrepreneurial function ” can be either (1) 
risk — or rather uncertamty-bearmg , or (2) management, which 
consists of two things {a) supervision, (6) co-ordination The 
latter two are not generally kept separate, although, in the 
writer’s view, to distingmsh between them is essential to an 
undei standing of the problem “ Supervision ” is necessary in 
the case of co-operative production (where several individuals 
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work together for a comiiion lesult) in oidei to eiibuie that 
everybody should do the job expected of him-- in othei woidb, 
to see that contracts already enteied into should, in fact, be 
carried out “ Co-ordination,” on the othei hand, is that pait 
of the managerial function which deteimmes Mhat soit of con- 
tracts should be entered into which cariies out the adjust- 
ments to the given constellation of data ” Which of these 
three functions can be considered as having a ii\ed supply ’’ 
m the long run ^ 

The first of these functions — uncertainty-hearing- can be 
dismissed offhand, from our point of view Because whatever 
measure of uncertainty-bearing it will ultimately be found most 
convenient to adopt — the theory of risks and expectations is as 
yet too undeveloped for us to talk about a unit ” of uncei tainty- 
bearing — it is highly unhkely that it will be found to ha\e a 
fixed supply for the individual firm The mere fact that with 
the rise of joint-stock compames it was possible to spiead the 
bearing of uncertainty ovei a great numbei of indi\ idinils and to 
raise capital for an individual fiim far beyond the limits of an 
individual's own possession, excludes that x^ossibihtv 

Nor IS it hkely that “management ” possesses tliese unnpie 
characteristics — ^in so far as this term lefers to the function of 
supervision Supervising may require a special kind of nihility, 
and it IS probable that it is a relatively indivisible facdoi It 
may not pay to employ a “foreman” for less than fift\ men 
and it may be most economic to employ one for e\ei3" sevent^^- 
five, but IS there any reason why it should not be possible to 
double output by doubling both, foremen and men ^ An army 
of supervisors may be just as efficient (provided it consists of 
men of equal ability) as one supervisor alone 

This IS not true, however, with regard to the cd-oidinating 
factor that essential part of the function of management w hu^h 
IS concerned with the allocation of resouiees along the 'caiicma 
lines of investment, with the adjustment of the products e c‘on- 
cern to the continuous changes of economic data You cannot 
increase the supply of co-ordinatmg ability available to an 
enterprise alongside an increase m the supply of other facdois, 
as it is the essence of co-ordination that e\eiy single decision 
should be made on a comparison with all the other decisions 
already made or hkely to be made, it must therefore pass 
through a single brain This does not imply, of course, that the 
task of co-ordination must necessarily fall upon a single indi- 
vidual , m a modern business orgamsation it may be jointly under- 
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taken by a whole Board of Directors But then it still remains 
true that all the membeis of that Board will, in all important 

decisions, have to keep all the alternatives in their minds m 

regard to this most essential mental process there will be no 
division of labour between them— and that it will not be possible, 
at any rate beyond a certain point, to increase the supply of 
co-ordmatmg ability available to that enterprise merely by 
enlarging the Board of Directors 2 efficiency of the 

supply of co-ordmatmg ability can be increased by the intro- 
duction of new technical devices, eg by a better system of 
accounting, but given the state of technical knowledge and 
given the co-ordmatmg abihty represented by that enterprise, 
the amount of “ other factors ” which can be most advantageously 
employed by that enterprise will be hmited, ^ e the supply of 
co-oidmatmg ability ” for the individual firm is “ fixed ’’ 

It follows from these considerations that for theoretical 
pui poses the most satisfactory definition of a firm is that of a 
“ productive combination possessing a given unit of co-ordmating 
ability” which marks it off from ‘'productive combinations” 
(such as an “ mdustiy ”) not possessing this distinguishing 
j)ecuhaiity It is the one factor which in the long run is “ rigidly 
attached to the firm,” which, so to speak, hves and dies with it , 
whose remuneration, therefore, is always price-determined ^ On 

^ The essential difference between supervising and co ordinating ability is 
that in the case of the former, the principle of the division of labour works 
smoothly each superMSor can limit his activities to a particular department, 
01 a particular sub department, and so forth In the case of a Board of Co- 
ordinators, eac h member of that Board will have to go through the same mental 
processes, and the advantages of co operation will consist solely m the checking 
and counter- thee king of each other’s 3 udgments If the Board consists of men 
of equal abihty, this will not matoiially improve the quality of their decisions, 
while if the abilities of the different members are markedly unequal, the supply 
of CO ordinating abihty could probably bo enlarged by dismissing the Board and 
leaving the single most efficient individual in control In practice, of course, 
a certain amount of co ordinating activity will bo undertaken by Departmental 
Managers alone in large businesses, but this will always refer to such infra 
marginal ” cases where f ho weighing of all alternatives is manifestly superfluous 
Only such decisions, hovvevei, which affect the “ margins ” fall under the heading 
Co ordination, pioperl> defined (Cf Professoi Knight’s distinction between the 
important decisions ” always reseived for the entrepreneur, and the “ routine 
work ” of management Risk, U ncei iainty and Profit, Ch K passtm For a 
fuller treatment of “ marginal” and “ mfra-margmal ” acts of choice, cf Rosen- 
stem-Rodan, art Grenznutzen,” Haitdworterbuch der Staatswzssenschaften, 4th 
ed, Vol IV, pp 1198 ff) 

® Cf the analysis on the problem of Co-ordination m E A G Robinson, 
The Siruciure of Competitive Indvistry, pp 44 ff 

® The case of the Salaried General Manager of modern jomt-atook companies 
presents difficulties wdnch the present writer by no means professes to have 
solved Professor Knight {op cit ) seems to take the extreme view that control 
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this definition, firms whose co-ordinating ability changes, \%hile 
preserving their legal identity, would not lemaiii the same films , 
but then all the theoretically relevant character is tics of a firm 
change with changes in co-oidinatmg ability It might as well 
be treated, therefore, as a different firm 

5 We have found, therefore, that the film’s long-iun cost- 
curve IS determined by the fixity of supply of the co-oidmatmg 
ability represented by it Fmther consideiations, however, so 
far from lending support to the usual repiesentation of this cost- 
function and the supply-function which is based upon it, lead 
to the conclusion that this very fact rendeis the < ost-fimetion 
of the individual firm mdetermmate Foi the function which 
lends uniqueness and determmateness to the tirm- — the ability 
to adjust, to co-ordinate — ^is an essentially dynamic fumtion, it 
is only required so long as adjustments are lequiied and the 
extent to which it is required (which, as its suppH ' fixed,” 
governs the amount of other factors which can be most advan- 
tageously combined with it) depends on the frecpieucA and the 
magmtude of the adjustments to he undei taken ft is csscmtuillv 
a feature not of '' equilibrium ” but of “ diseqmhhi nun ” it is 
needed only so long as, and in so far as, the actual situation m 
which the firm finds itself deviates fiom the ecj[iuh])iium situation 
With every successive adjustment to a given const cILit ion of 
data, the number of co-ordinatmg ” tasks still lemammg 
becomes less and the volume of business ” which a given unit 
of co-ordinating ahihty can most successfully manage bei^omcB 
greater, until finally, in a full long-peiiod equiiibiium (in 


always rests with those who hear the iiltimato risks , while the stilai i< <i manage is 
are only concerned with “routine work” This ih manifest 1\ untrue ni certain 
cases, if “ control ” is to he interpreted as Iho “ making oi nnpnitant dec isiens ” 
Also, we have to take into account tho possibility that tho eih< ien< \ uf a given 
unit of CO ordinatmg ability should vary with tho amount oi pi of its it. i« < « ivc'h 
— though just m the case of the entrepronour this is veiv unliki Iv In so tai 
as it does, however, the supply of co ordinatmg abilitj will ht* vauahle uutl the 
entrepreneur’s remuneration (or lather that propoitiun oi it wha h is nett '«sai\ 
to mamtain him m a given degieo of ofiaoioncy) v\ill entts intt> < osts Xll thi se, 
however, though they put difficulties in tho way ot tho detinition we hav e < hohtui, 
do not affect the rest of the argument 

^ Which does not imply, of course, that “ co-ordinatmg ability ” m rigitil} 
attached to an industry — as a given unit of co-ordmatmg ability (and thus a 
“ firm ”) can always leave on© industry and turn to another bimdaih . there 
are factors which are “rigidly attached to the industry,” but not to tlu* lirni 
specialised kinds of machinery, for example, which can onh be uhtnl bv the 
industry in question, but which a firm will not continue to empiov it thev 3 u Id 
a greater product in combination with a different unit of co uidinating abdlt^ 
than they do for the firm which oiiginally possesses them 
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MarslialFs stationary state), the task of management is reduced 
to pure supervision/’ “ co-ordinating ability ” becomes a free 
good and the technically optimum size of the individual firm 
becomes infinite (or indeterminate) There is thus no deter- 
minate ideal or ‘‘ equilibrium ” position which a firm is con- 
tinuously tending to approach, because every approximation to 
that situation also changes the ideal position to which it tends 
to appioximate It is not possible, therefore, to derive the 
film’s cost-function fiom the economic data namely, from a 
given system of prices and a given production-function because 
the natuie of that production-function, or, rather, the relative 
position which the factor co-ordinating ability ” occupies in 
that production-function, is not given independently of equi- 
hbimm, but it is part of the problem of equihbrium itself ^ 

It IS possible, of course, that if the frequency and the magni- 
tude of the adjustments to be undertaken remain the same (in 
otliei voids, the degiee to which economic data are changing 
pci unit of time is constant), the theoretically optimum size of 
the indmdual fiim might remain constant But even if it were 
possible to formulate a kind of theoiy of static-dynamics where, 
having once found a suitable measure of economic change ” 
(a kind of compound variable made up of the degree of variation 
of ail the difieient data and weighted according to some arbitrary 
standard), the magnitude of the latter could be assumed to 
lemain constant, the above conclusion by no means follows 
neccssaiily Foi the “ optimum size ” would still be dependent 
upon the natuie of the change and upon the degree to which 
adjustments to each given constellation of data can be made in 
a gi\en time (in other words, the degiee to which the path 
actually followed deviates from the ‘"equilibrium path ” ^) 
Thus the meic mtioduction of dynamic change does not render 
tlie situation any more determinate than it was without it It 
might mean, however, that in the actual woild, the average size 
of individual films wall lemain more or less the same because 
the inherent tendency of the size of the fiirm to expand will be 

^ SnniUii ideas are expiossed by Professor Chamberlin concerning his curve 
t>f selhncf costs {The Theory of Monopohstic CompetiUonf p 137) Professor 
C'hambeilin, hove\ei, docs not di aw the consequences which, in our view, follow 
fioin these in regard to his o%\n analysis 

^ Onl> if all fufuio changes, and the consequences of these changes, are 
completely toreseen by ecerjbody, will the situation be different, but then it 
w ill bt' analogous to a continuous long-run equilibrium and co ordmating ability 
will bo unnecessary For the conception of a dynamic equilibrium with com- 
plete foresight see ITicks, Glcicligewicht und Konjunktur,” Zettschrtft fur 
Nai lonaldlonomit , Vol IV, Xo 4 
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continuously defeated by the spontaneous changes of data ’’ 
which check it 

6 What conclusions follow, from a theoretical j>oint of view, 
from these considerations^ It follows, first, that under static 
assumptions ^ & a given constellation of economic data) there 

will be a continuous tendency foi the size of the film to giow 
and therefore long-pe'iiod static equilibrium ami pet fed (om petition 
are incompatible assumptions Even if conditions of peifeci 
competition obtain in any given situation, that situation cannot 
become one of equilibrium so long as the conditions of peifect 
competition remain preserved It follows secondly, that the 
existing organisation of the economic system, the division of the 
productive organisation into a great numbei of independent 
units under a single contiol, is essentially one adapted to the 
existence of dynamic change and impeifect foicsight , and 
theiefore the institutional pattern borrowed fiom a dynamic 
world cannot readily be applied to a theoieticai statu* society 
where every kind of dynamic change is absent It follow s, lastly, 
that all conceptions which are deiived fiom the twin assumptions 
of a determinate static equihbrium and perfec‘t (‘ompetition 
(such as that of a determinate, ‘‘ reveisible ” supply -fun(‘tion} 
are open to the prima facie objection that they aie deiived from 
assumptions which are mutually inconsistent In fa<*t, the idea 
of a determinate equihbrium corresponding to each given con- 
stellation of ^Hastes” and ‘‘obstacles” becomes questionable 
in a world where the existence of indivisibilities oileis advantages 
for co-operative production ^ 

^ The sole significance of static assumptions in this coiauMtion is that in 
this case the tendency to equilibrium is not dependent on the degrtH^ of fore 
sight All our conclusions also apply to a d\nivinxe world with » 
foresight (Cf also Knight, op cit , p 287 “To imagine that t>ne man could 
adequately manage a business entorpuse of indefinite si/e and ctnuplexitv is 
to imagine a situation in which effective uncertainty is entire absent ”) 

® It IS at least questionable whether the same coiuIusiouh would hold in a 
world of “ perfect divisibility ” where all economies of seah* are absent , and it 
is to be remembered that it was under this assumption that the (onctption of 
equihbrium of the Lausanne School was elaborated We lui\n seen tliat the 
extent to which “ eo ordination is needed, in any gi\ on situatum, depinuin on 
the “ volume of business ” (-i e the scale of operations of the indn ufual piuiiiu mg 
imit) , and in a world where the scale of operations offers no U ehn u al ad\ antage^s, 
“ economies ” could be gamed by reducing that scale further aiai furtlu'r until 
the need for “ co ordination e the need foi a specialisotl function of t‘ontrc>l, 
of decision-making) was completely eliminated (This is not to l>e mtorproted 
as saymg that each “ manitesimal ” unit would not ha\e to ct> onhnato itw own 
activities ^in the sense of “ equahsing its alternatives on the margin -but 
these would be completely similar to the “ co ordinatmg actiMties ” undertaken 
by each individual on the side of consumption There would bo no need for 
“ co ordinators,” % e factors of production specialised m the function of co- 
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7 We started off by inquiring into the cause which makes 
the cost curve of the individual firm rise relatively to the costs 
of the industry and thus makes a determinate equihbrmm under 
perfect competition possible We came to the conclusion that 
there is no such thing We now have to drop the assumption of 
perfect competition and assume, m accordance with the con- 
ditions in the real world, that a firm can, at any rate beyond a 
certain point, influence by its own action the prices of the goods 
it IS buying and selling The limitation upon the size of the firm 
no longer presents any problem It is sufficiently accounted for 
by the supply and demand curves with which it is confronted 
!But the element of indeterminateness, which the isolating 
assumption of peifect competition enabled us to detect, still 
continues in force when the basic assumption is removed In 
so far as the relative place of co-ordinating ability ’’ is still not 
given ” by the production-function, but depends on, and changes 
with, the relation of the actual situation to the equilibrium 
situation, it still remains true that the cost-curve of the individual 
film, and consequently its position of equilibrium in relation to a 
given system of supply and demand curves, is indeterminate 

On closei sciutiny, however, there appears a line of escape 
for those who believe that the position of equihbrmm under 
imperfect competition is otherwise determinate “ Co-ordinating 
ability ” may be regaided as a ‘‘ fixed ’’ factor, but it is not, 
or at least it need not be, regarded as an indivisible ’’ factor ^ 
Although it is not possible to increase the amount of factors 
applied to a unit of co-ordinating abihty beyond a certain limit 
without loss of efficiency, there is no ground for assuming that 
tliere will be increasing letuins ’’ to the other factors if they 
are applied in less than a certain amount to a unit of co-ordinatmg 
ability ^ A certain business manager may not be able to manage 
more than a ceitain volume of business, in a certain situation, 
with undimimshed efficiency, but why should he not be able to 
manage less equally well “2 ^ Thus the indeterminateness in the 

ordination It was with this idea in mind that "we found it legitimate to assume 
earlier in this artu lo [cf p 61, especially footnote 1] that in buymg, individuals 
act alone and thus tieat perfect competition on the demand side as a “ datum ”) 
In such a •world, theiefore, there would be no organisation of production into 
“firms,” or anything comparable to it, and “perfect competition” would 
establish itself merely as a result of the “ free play of economic forces ” 

^ Cf footnote 1 on p 65 for the distinction between “fixed” and “indivis- 
ible ” factors 

® There might bo ‘ increasing returns ” for other reasons (if the factors 
themsoHes are indiMsible), but this does not concern us here 

^ “ Co ordinating abihty ” can also be assumed to b© an indivisible factor 
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amount of eo-ordinating ability required pei unit of product 
does not affect the downwards sloping poition of the cost-eiiive, 
it merely affects the upwards sloping portion Now, under con- 
ditions of imperfect competition, only the doun'v^aid-slopmg 
section of the firm’s cost-curve is relevant fiom the point of 
view of the determination of equilibrium, as m cquihbiiiim the 
firm’s average cost-curve must be falhng ^ 

On further consideration, however, this point turns out not 
to be very serious The costs which, in eqmlibi lum, must be 
falling are average total costs, including the remuneration of 
uncertainty and co-ordmatmg ability (including therefoie, all 
profits which cannot be eliminated by the foices ot competition) , 
it IS not a condition of equilibrium that maiginal costs oi even 
average costs, in our definition of the term,- should he falling 
while those sections of the cost-cuive, vheie these *11 e rising, 
will be indeterminate Moreover, it is possible to aigiie that 
changes in the amount of co-ordinating ability lequned pei unit 
of product will affect ^'normal profits ’ in Mis Rohmson’s 
definition^ e the amount of piofits necessaiy to inchu*c* new 
firms to come into the industry), and thus change the ])osition 
of the demand-curves with which existing fiims aie (‘onfionted 
In case this is true, not only the equihbrium amount ]>iodueed 
by a given firm will be indeterminate, but also the numhcu of 
firms in the industiy, given the conditions of tlie demand foi 
goods and the supply of factois 

8 There remains, finally, to answei a moie pia(die<il ques- 
tion what is the effect of the elements oi mdetexmmateness 
above analysed on the actual worlds How can then milnenec 
be evaluated in terms of what some writeis call the mstahilitv 
of capitahsm ” ^ And here w^e can conclude oui nnestigation 
with a more reassuring note 

In relatively “quiet” times, in times whcm tastes and 


if the type of decisions which entroproneuis ha\o to make \au< s in aet oiaain e 
with the volume of busmess and if an mdi\idual entiopuii* lu is Ix'Ot 1 d 
for the making of some kinds of decisions than other kinds In ease thin aHsuinp- 
tion IS preferred, th© rest of the argument m tho piesout paiagiaph hca oiw'k 
irrelevant 

^ Of Chamberhn, The Theory of Monopolistic Conipetition, i'h V, and Jiuin 
Robmson, The Economics of Imperfect Competition, Ch VH 

2 Cf footnote 4, p 64 The importance of choosing this <U'lnutu»n hes lu the 
fact that it draws attention to the purely tautological natuie ot tlie i {uiehisions 
arrived at by mcluding “ price-determined ” remunerations undei the t i>Ht items 
» On this pomt ef Mr Harrod’s note on “Decreasing (’omIk’* (H<’Onomi< 
JoimNAn, June 1933) 

^ The Economics of Imperfect Competition, p 92 
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the rate of saving are steady, technical innovations rare and 
changes in the population small, we may expect the actual size 
of '' representative firms ’’ to expand If the system is one in 
growth e if capital and population are increasing), this will 
probably take place without a diminution in the number of 
existing firms It is in any case questionable how far this 
tendency for the individual firms to expand can actually lead 
to a diminution in the number of firms Although if ‘^rela- 
tively static conditions ” prevail long enough the number of 
firms existing must fall, and fall rapidly, it is very questionable 
whether in any actual case the process could be carried far In 
the first place, the fall in the scarcity of co-ordinatmg abihty 
lepresents, fiom the point of view of society as a whole, a reduc- 
tion in real costs It implies an increase in the “ bundle of 
utilities which can be produced out of a given amount of 
lesouices It is quite possible, therefoie, that the increase m 
the amount pioduced by the “ representative firm ’’ should run 
pen b with an increase m the social product and should not 

necessitate any diminution of production elsewhere In the 
second place (and this seems more important), the growth m the 
size of some films, due to the fact that they periodically revise 
their ideas of their own cost-curves (which is what the change 
in co-oidmating abihty comes to), throws new “ co-ordinating 
tasks ” upon othei fiims (to w^'hom this must appear as a “ change 
of data ”), and even if it does not oblige them to reduce their 
output, at least it will check their growth For this reason alone 
it IS not to be expected that the process of expansion will be 
smooth and continuous, even under purely static conditions 

The leverse is true in times of “ disquietude,” when changes 
of data become more fiequent and more far-reaching But while 
the tendenev to exjiand in quiet times mainly acts m the “ long 
run ” thiough changing the supply of the long-period variable 
lactois (because so long as plant, machinery, etc , are given, the 
tendency to exjiand is effectively blocked by the hmitation upon 
the amount of othei factois which can be combined with them ^), 
the tendency to conti action may afitect short-period output, by 
laising the prime costs (marginal costs) curve 

All this must m no way be construed as an attempt by the 

^ Sa\ o in tho case whoro the long period factors are divisible, ^ & consist of 
small units, and where, therefore, their supply can be expanded, though not 
contracted, within a shoit period For example, m a factory which uses a great 
number of highly durable machmes it is always possible to increase their number 
in a shoit period, but it may not be possible to dimmish it until some of them 
wear out 
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present writer to put forward yet another theory of the Trade 
Cycle Although if all major causes of fluctuations weie absent 
there would exist a certain range of fluctuations due to the 
causes above analysed, in the author’s view these aie completely 
covered up in the real world by the more violent fluctuations 
which emanate from other causes — ^just as the ripples on the sea 
which emanate from the movement of ships (and which would 
make their effect felt over wide ranges if the sea weie absolutely 
quiet) are fully absorbed by the more powerful w aves which are 
due to the winds and the movements of the moon When com- 
pared with the instabilities due to the monetary system, the 
rigidities of certain prices and the unceitamty of international 
trading conditions, the instability caused by the vagaries of the 
factor “ co-ordinating ability ” must appeal insignificant 

Nicholas K\ldor 

London School of Economics 



THE AMOUNT OF MONEY AND THE BANKING SYSTEM 

The object of this note is to illustrate the factors which deter- 
mine how much the amount of money will be affected in different 
types of banking system by given changes m that system I 
have confined the inquiry to three types of banking system, but 
the method could easily be extended to cover other types 
Finally, I have attempted, by means of statistical material taken 
from the MacMillan Beport, to illustrate the results for the Enghsh 
banking system for the years 1925 to 1930 


1 The first banlang system which I have considered is of the 
followung type — No gold com is m circulation, and the Central 
Bank alone issues notes The Central Bank keeps a certain 
propoition of its note issue and a certain proportion of its deposit 
liabilities to member banks covered by gold Member banks 
keep a certain piopoition of their deposit habihties covered by 
reserves, 2 e by notes or by deposits with the Central Bank, 
and they also keep a certain proportion of their reserves m the 
form of deposits with the Central Bank The amount of money 
IS defined as the total deposit habihties of the member banks -f 
the amount of notes held by the public The public keep a 
certain pioportion of their money in the form of notes. 

Let G — the amount of gold, 

A = the total note issue, of which is held by member 
banks and Ag by the public, 

B = the deposit liability of the Central Bank to the 
member banks, 

JJ == the deposit habihties of the member banks, 

M = the amount of money, 

I — the proportion of its note issue, which the Central 
Bank covers with gold, 

^ the pioportion of its deposit liabihty to member 
banks, which the Central Bank covers with gold, 
}i = the proportion of their deposit habihty, which 
member banks cover with reserves, 
p _ the proportion of their reserves which member banks 
hold in the foim of deposits with the Central Bank, 
and q = the proportion of their money, which the public 
holds in the form of notes 
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Then 


G = IN + mB, 
N =^N^ + 
nD B, 

B = + B), 

M -=N^+D, 

and N 2 = qM 


It follows that 

G 

^ 71(1 — q){l — p[l — m]) + Iq 


Let 


1 

71(1 — q){l — p[I — w]) + Iq 




(0 


2, If the Central Bank keeps the same piopoition of its 
liabihties, whether they be notes issued or deposit liabilities, 
covered by gold, I will be equal to m Let Z = 7/1 == V 
Then 


M = 


G 

V(n + q — qn) 


(n) 


Let 


V{n + q — qn) 


It IS interesting to note that p, the propoition of its icsc! ves, 
which member banks hold in the form of deposits vith the 
Central Banl?:, disappears from this equation This is, of conise, 
exactly what one would expect If the menibei banks sn!>stitute 
deposits with the Central Bank for jiart of then holding ot notes, 
this will have no further effect if the Central Bank keeps the 
same proportion of gold against notes and against de]>osit 
habihties It will only have further rc^iercussions if these two 
proportions are different 

3 Let us suppose that the Central Bank prints an ainonnt 
of notes equal to its holding of gold + a given fiduciary issue, 
and maintains a given proportion between the notes so issued 
but not in circulation and its deposit liabilities to membei banks 
Let K = the fiduciary issue and L — the propoition between 
‘‘ notes in the banking department and Cential Bank deposit 
liabilities to member banks 

Then 


Let 


G + K 

7^(l — ^)(1 — p[l ~~ k]) + q 

1 

71(1 -g)(l _^[l - A]) + 


( 111 ) 
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In this case it is to be noticed that an alteration in 'p will 
affect M This is naturally so, because now, if the member banks 
substitute notes foi deposits with the Central Bank, this wiU 
affect the proportion h between the Central Bank’s notes in the 
banking department and its deposit liabilities 

Up to this point it has been assumed that the member banks 
keep the same proportion of their deposit habihties covered by 
reserves, whether these are “ time ” or sight ” habihties This 
may not be the case Let be the amount of current accounts 
and Z )2 the amount of deposit accounts , let be the proportion 
of current accounts covered by reserves and the proportion 
of deposit accounts covered by reserves Let r be the proportion 
of then deposits v Inch the pubhc keep on current account 


Then 
and 
so that 


= r(i), + B^) 


n 




n = — n^) 


II 

In oidei to deteimme how sensitive the amount of money is 
to given changes, it is necessary to differentiate equations (i), 
(ii) and (ill) m respect to all the possible variables The results 
of this process aie shown in Table I 


Table I 


1 1 2 

s 

dMfd(r 




dMkin 

i 1 

- (1 - 1 

- (1 - g)(l ~ pll - 

dMtdq 

- {1 nQ - plL — 

- (1 - 

- (1 - nil - y[l - 

dM,dl 

- («[l ~ </][! — rf + 

— 

— 

d Ufdm 


— 

__ 

dMidl' 


- 1 

— 

d Midi ' 

— 


— npil — qXiM 

d }ffdp 

‘ nCl ~~ <jXi ~ 

0 

+ nCl - {?)(! - IXaM 


All the piopoitions are -|~ and he between 1 and 0, and I 
will always in fact be '>m It follows that the derivatives are 
all of the sign shown in the table In the case of each of 

dM dM dM . dM 


the thiee types of bankmg system 




dn ’ duc 


= (1 — r) 


dn 


dM 


dM 
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III 

The third thing which I wish to do is to make some attempt 
to measure these c[uantities for England fiom the yeais 1925 to 
1930 


Table II 










P = 

■ n - 

q _ 1 

1 \ 




a 

N 

R 

B 

B 

A, 


B I 

1 fi? 

1) 

1 

\,-f 

(t 

: A t /» i 

1 R j 

IS 

r 

1S26 

145 

382 

26 7 

71 3 

1603 

104 

278 

0 105 

0 109 

Oils 

0 32 i 

0 37 4 

0 57(> 

1926 

149 

375 

27 6 

68 4 

1609 

103 

272 

0 4 

0 107 

1 0 145 

1 0 326 

0 104 

0 573 

1927 

160 

373 

32 0 

66 6 

1657 

105 

268 

0 388 

0 103 

0 li9 1 

1 0 3U ' 

0 4hl 

0 562 

1928 

163 

372 

46 9 

66 7 

1709 

105 

267 

0 365 

0 1 

0 n> 

1 0 372 

0 714 

0 558 

1929 

147 

362 

44 5 

62 8 

1738 

104 

2oS 

0 377 

0 096 

0 129 

0 MU , 

0 709 

0 541 

1930 

165 

358 

56 7 

64 9 

1741 

101 

261 

0 381 

0 097 1 

0 127 ; 

, 0 366 , 

i) S79 

0 529 

At 

151 5 

370 


66 6 

1693 


266 1 

0 389 

0 102 i 

on?! 

1 

[ 0 U7 

[ 1 

0 592 

0 55C 


Table II gives the necessary mfoimation for tliese cak^ulations 
JR measures “ notes in the banking depaitment ” of the Bank of 
England G, N, JR, B, D, Nj_ and mea&iiied in £ million 

G, N, JR and B are annual averages of the monthly aveiages of 
the columns headed respectively ‘‘ Gold Com and Bullion,’’ 
“Notes in Circulation,” “Notes in Banking Depaitment and 
“Other Deposits Bankers” in the MacMillan Bcpoit, pp 
302-3 D and are taken from the columns headed “ Total 
Deposits ” and “ Cash in Hand ” m Table 3 on p 29b of the 
MacMillan Keport 7 is taken from the column headed “ Pio])oi- 
tion of Current Accounts to Total” on p 37 of the M<icMillan 
Beport 

It is to be observed that the proportions n, q, I' and r aio 
all fairly stable, while the pioportion L shows a veiy huge cliange 
over these years This is largely, no doubt, to be explained by 
the changes made by the Currency and Bank Notes Act of 192H 
But even between the years 1929 and 1930 theie is a large 
fluctuation m k On the other hand, I' is faiiH stable This 
suggests that while formally the English banking stem is of our 
third type, in fact it is more similar to the second type examined 
above 

In order to see how much more or less sensitive our hanking 
system would become to given changes in its structure, it is useful 
to assume certain values for I and 7 }i Lret us suppose, as 

has often been suggested, that the joint-stock banks hold a smaller 
P^^^portion of reserves against deposit aceountB and a laiger 
proportion agamst current accounts Let us suppose furthei 
that the proportion to be kept agamst deposit accounts m 3 per 
cent and that the proportion to be kept against current accounts 
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IS chosen in such a way that for the average of the years 1925 
to 1930 the same proportion between reserves and total deposits 
would have been maintained Then, since 71 — 712 + — ^ 2 ), 

we have 

102 = 03 + 556(711 — 03), 
or == 16 

Similaiiy, let us suiDi^ose that the Bank of England had mam- 
tamed a proportion of 37 6 per cent of its notes backed by gold, 
and that it had chosen to back such a proportion of its deposit 
liabihties by gold as would have enabled it to maintain the same 
note circulation and deposit hahilities to bankers as it did maintain 
from 1925 to 1930 Then we have 

IN+ mB = V{N + B) 

•375 X 370 + m66 6 = 347(370 + 66 6), 

01 in — 195 


In Table III these pioportions are used to calculate values for 
Table I 


Table III 



dM » 
dG 

dM 

dn 

dM 

dq 

dM 

dl 

dM 

dm 

dM 

dl' 

dM 

dk 

dM 

dp 

dM 

dui 

dM 

duj 

dM 

dr 

1 

12 8 

- 3 37 V 

-4 41/ 

-2 11 1/ 

— 4383/ 





2033/ 

-1 883/ 

-1 53/ 

- 4383/ 

2 

12 8 

~ 3 8131 

- 3 99 V 

— 

— 

-2 883/ 

— 

0 

-2 133/ 

-1 713/ 

- 63/ 

3 

4 74 

-3 

-4 333/ 


— 


-- 1633/ 

1713/ 

-1 913/ 

-1 633/ 

- 4473/ 


* The three figures in this colunin represent and and are calculated by means of the propor- 


tions gisren m Table II from equations (i>, (li) and (ni) and They should, therefore, be 

equal to which is equal to 12 9, calculated directly from Table I «, == ^ ^ x 

since A is the Fiduciary Issue calculated diiectly from Table I = 4 72 These calculations 

provide a che< k on some of the work I suspect, however, that the correspondence between the two 
methods of calculatmg f, is largely accidental, since the Fiduciary Issue (i e the notes m circulation + 
notes in the banking department — the amount of gold held by the Bank of England) was not fixed at 
£260 until 1928 I have used the figures for < 1 , and f, given m Table III for the purpose of calculating 
the other figures in Table HI 


Theie aie certain comments to be made on this table All 

. u jj dM dM 

the figures in hne 1 and all those in the columns headed 

and are in a sense arbitiary and fictitious they represent 
dr 

the sensitiveness of the amount of money to given changes, in the 
first place on the assumption that during the years 1925-30 the 
Bank of England had maintained certain arbitrarily chosen 
proportions betiveen gold and notes issued and between gold and 
deposit habihties, and in the second case on the assumption that 
the }omt-stock banks maintained certam arbitrarily chosen 
proportions betveen current accounts and reserves and between 
No. 172. VOL XLIV ^ 
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deposit accounts and reserves Thus in fact, since there is no 

difference between these piopoitions and ~ = 0 

These figures should be taken, therefoie, to lepieseiit w hat would 
have happened if the Enghsh banking svstem had been dilleient 
in certain ways from what it was in the j^eais 1925-30 


Secondly, all of the figures in Table III aie, of couise, ( ale ulated 
on the assumption that one factor is aiteied and that all the other 
factors are independent and constant In many eases it is 
permissible to assume that the pioiiortions are independent of 
one another, if the ]oint-stock banks decide to maintain a huger 
proportion of reserves to deposits, this is not likeh to <ifieci the 
proportion of notes held by the public to then total holding of 
money But there are two impoitant cases m whnh inde- 
pendence cannot be assumed In the fust [^late, a change 
in the amount of money may cause a change in puces oi 
money incomes ^ If a country is part of an inteinat lonal s\ stem, 
this m turn will probably affect its gold ieser\ es Thus a c hange 
m any of the proportions would probably affect G it the e\(‘hanges 
were fixed For this reason the figures in Tiible 111 must not 
be interpreted as measurmg the change m the amount ot money, 
which would, in fact, have followed a gi\en change in one ot the 
proportions during the ^^eais 1925-39 , but lathei they aie simply 
measures of the sensitiveness of the English banking s\ stem dui mg 
those years e measures of what ^vould have oecuiied it eMn\- 
thmg else had remamed the same) In the second pLue, if the 
Central Bank is taking a conscious control ot tiu^ monetary 
position — as it quite properly should do — it may not maintain 
I, m, V or h constant, but may consciously \ai\ them to oilset 
changes in the other factors It is necessary, how e\ ei , to assume 
that certain proportions — I and m, oi V or L, foi instance aie 
kept constant by the Central Bank in ordei to be able to <*ak iiiutc 
the figures of Table III at all Thus all the liguies m all tlie 


columns — except m those headed and are 

cIL dm dU dl 

calculated on the assumption that the Bank of England was 
maintaimng certain proportions constant As 1 have said abo\ e, 
r was much more constant than h during the yeais lt)25 3U, 
while I and m are purely fictitious quantities 'Thus line 2 is 
probably the best measure for the actual jiosition in England 
during those years 


^ It IS not my purpose m this note to discuss at all whethei this must h% so, 
or in what way the change is caused 
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Thirdly, it is inteiestmg to make certam comments on the 
figures Fust, it is clear that whichever type of bankmg system 
England had adopted, the sensitiveness of the system to given 
changes would not have been very difierent in most cases In 
the case, hovever, of a change in the amount of gold, with the 
first or second type of S3 stem the change in the amount of money 
would have been about thirteen times, while with the third type 
of system it would have been only about five times the change 
in the amount of gold Secondly, the introduction of different 
percentages of leseives against deposit or current accounts 
would not, xvith the aybitrmy chosen figures of 3 per cent against 
deposit and 16 pei ce7it against current accounts, have made the 
banlung S3 stem veiy sensitive to changes m the proportion of 
deposits held on curient or deposit accounts Thus, if during 
those 3 ears peisons had elected to hold 56 6 per cent instead of 
55 6 i^ei cent of their deposits on current account, the amount 
of mono3’' would have been decreased by about one half of one 
per cent Thiidi3, it is interesting to observe how sensitive the 
amount of money is to changes in q, the proportion of their 
money, which the public hold in the foim of notes Mr Hawtrey 
has argued that a boom is stopped and a depression starts largely 
because q inci eases as wages use and a larger proportion of the 
national dividend goes to those classes who hold a large proportion 
of their mone3" m the foim of cuiiency Table III shows that 
if q had inci cased from 13 7 per cent to 14 7 per cent , the total 
amount of money would have decreased by about 4 per cent 
How ever, m oidei to lest the importance of Mr Hawtrey’s theory 
it IS necessai3’' to show not only how sensitive the amount of 
mone3' is to changes in q, but also that q mcreases in the later 
phases of a boom Table II shows that q was falling steadily 
in England from 1925 to 1930 But this period was a peculiar 
one in England, and to test the theory it would be interestmg 

to calculate and movements in q for other countries and for 
dq ^ 

other times, in which the phases of the trade cycle were more 
t3'picaL d E Meade 


g2 



LABOUR MOBILITY IN THE STEEL INDUSTRY 

The scene of this investigation is mainly aioiind Femstone 
(population 3,264 — 1931 Census) and Thurlstone (population 
2^640 — 1931 Census), two villages on the Y^orkshiie flanks of the 
Penmnes Together they form a small township — for administra- 
tive purposes two urban district councils — which, before 1931, 
were almost entirely dependent on a single steel voiks built 
by Cammeirs and retamed and developed by the Company as 
it passed through its various post-war changes until the formation 
of the English Steel Corporation led to the closing down of the 
works in the general scheme of reorgamsation 

The proximity of Sheffield had prevented the grow th of sub- 
sidiary ffims at Femstone, for the needs of the main industiy w^ere 
adequately served by purchases from the specialkst funis in the 
mam centre The textile industry — wool m Denby Dale, five 
miles to the North, cotton in Glossop, just over the Penmnes — 
had not touched the town One or two other minor concerns 
have arisen, but altogether these employ less than 200 men 
None of them is an “ expandmg industry The coalfield near 
the town is worked out, the nearest pit of anv size being several 
miles away The land around is bleak and m the main unfit 
for arable cultivation Large tracts support only mountain sheep 
Tenant farmers work the land, often unaided and in very few 
cases with other than family help. With the substitution of 
mechanical haulage for pomes in the South Yorkshire collieries, 
the market for the produce from what little arable land is possible 
disappeared, and much of this land has theiefore been laid 
down to grass In view of these factors, it is clear that when the 
steel works closed m February 1930, there were many men thrown 
out of work for whom absorption into local industry w as impossible 

The wages books of the Fenistone works for the month of 
January 1930 were exammed, and the name, address and occupa- 
tion of every fifth man extracted ^ This gave a sample of 187 
Most of these men were then interviewed and particulars of the 
activities and circumstances of each, since the closure of the 
works, entered on a card Eleven, or 5 9 per cent , of the men 

^ I am grateful to the Secretary of the English Steel Corporation lor peimis 
Sion and facilities to examine and take extracts from these books 
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originally selected have died smce leaving the JSrm, and are 
excluded from all figures and discussion following Only fifteen 
of those remaining have not been mterviewed, but from friends 
and neighbours sufficient corroborated particulars have been 
obtained to justify inclusion m the survey 

The followmg table showing the sample graded according to 
age groups indicates that an abnormal proportion of men were 
in the upper age groups To some extent this is due to the isolated 
position of the town, men once having moved m would tend to 
hang on to their jobs more tenaciously than if they could obtain 
similar woik near by 


Table la 

All Men %n Pemstone area ^ By Age Groups (Ages 
when works closed, Teb 1930 ) 



Undei 

2o 

25-35 

! 

35-45 

45-55 

55-65 

65 and 
over 

! 

Total 

Absolut© numbers 

2(> 

40 

30 

34 

19 

5 

154 

% Proportion m each 
age grouj) 

16 9 

2G 1 

19 5 

22 1 

12 4 

3 3 

100 


I e excluding men from Sheffield, Glossop and Barnsley regions 

Table 16 

As above, hut excluding employed at time of Inquiry 
(Ages in 1930 ) 



Under 

25 

25-35 

35-45 

45-55 

55-65 

65 and 
over 

1 

Total 

Absolut© numbers 

10 

21 

16 

27 

18 

5 

97 

% Proportion in each 
ag© group 

10 3 

1 

21 6 

16 5 

27 8 

18 5 

62 

100 


If, as IS often contended, the persons most difficult to move are 
the older and married men, the Pemstone area is likely to prove 
an extremely intractable proposition, for not only were 55 per 
cent of the men in the sample over 45 years of age, 75 per cent 
over 35, and 92 per cent over 25 at the time of inquiry, May 1933, 
but only 10 per cent of those over 25 were unmarried and had no 
family to support This statement (from prima-facie evidence) 
of the immobility of the labour at Pemstone is borne out to a 
considerable extent by the detailed study which follows, but there 
IS much more movement, apart from that due to the Industrial 
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Transference Scheme, than one would expect One veiy important 
mstance is the trek to retail shopkeeping and Insurance w’ork by 
the better paid of the skilled men due to a desire (often the main 
aim in life of a worker) to be independent The sudden closing 
of the works forced them to take the plunge which otherwise 
they might have postponed indefimtely Almost entirely the 
rest of the movement which has taken place is accounted foi by 
men who have obtained work or have gone on the chance of 
obtammg work through the infLuence of friends or i datives 
With the exception of a few employed at Vickers’ foi a short 
time soon after the Pemstone works closed and a group set on to 
form a third shift (since abandoned) at a Stocksbiidge steel 
works, not more than half a dozen of the Pemstone sample have 
obtained a job that has lasted longer than a year othei than 
through the Labour Exchange, unless they have been able to 
obtain a recommendation from someone employed at the place 
where they are seeking work ^ 

Only mne people state that they have had a bcttei job since 
leaving Cammell’s than before, and of these, onlv six aie still 
employed at it Three are insurance agents, one a blacksmith, 
another stoking at a gas works, and one, vho is ivoiking for a 
local authority, states that though he is financially much worse 
oJff, his work is more pleasant, which moic than comjiensates 
him for his monetary loss The other men insist that they are 
worse ofi even neglecting the extra cost and fatigue of tiavelbng. 
This IS endorsed by all but one of the Sheffield men, who aie 
emphatic that they were better oft at Pemstone, tia\elhng the 
32 miles each day, than they have ever been since, even when 
employed at their old trades withm the city boundaiies 'When 
due allowance is made for the rosy spectacles piovided by the 
lapse of time, there is little doubt that most of the men have 
suffered a severe degradation m their standaid of life 

It has been considered useful to sejiaiate fiom the lest the 
men in the sample who live outside the Pemstone aiea, in the 
populous industrial regions of Sheffield, Glossop and Barnsley, 
m order to compare their position with that of the mam body 
living in the isolated Pemstone locality Of four Glossop men 
visited, two were in work, one had voluntarily left a job to take 

1 This IS not a suggestion that all jobs are obtamod by graft, but inerol> that 
work IS so scarce that practically every foreman or manager who has a vaeaney 
knows at least one person who is competent enough to till it, and that he will 
naturally employ a person he knows and trusts rather than a complete stiangei 
Even where this is not so, there is bound to be a woikor on the jilat o, whetiiei 
consulted or not, who will certainly “ put in a word for a fnond 
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cliarge of an inn, and the other — an older man — ^had not worked at 
all At Barnsley the sample of eight showed that three had had 
practically full-time employment, two had done a little work, 
and only three had been unemployed the whole time The 
Sheffield gioup had suffeied more severely Of ten interviewed, 
only three — tw^o of wffiom weie electricians — were worlnng One 
of the electricians had worked at one ]ob practically the whole 
thiee years, but the other two men woiking had been unemployed 
one yeai out of the thiee The other Sheffield man had worked 
15 months foi the Cit^ Corpoiation, but none other had been 
employed for moie than six months altogether, and four had not 
woiked at all It voiild be imsafe to draw comparisons between 
the men m these difierent towns, because the sample is numerically 
so small, but they may well be grouped, for they have many things 
in common, especially as the major industry in each area, though 
dilfeicnt, IS equally de^Diessed 

In Older to iciieve the effects of unemployment, two road 
schemes weic staited in the Pemstone aiea, and many married 
men weie gnen a peiiod of woik on road-bmlding In many 
cases this is the only woik the men have had during the three 
yeais since the woiks closed, while not all have had this oppor- 
tunity Single men were ineligible, though some of these were 
sent undei the Industiial Transference Schemes to road and other 
public woiks in othei paits of the country 

Among those who have had no work, the older men pre- 
dominate In both areas those over 55 when the works closed 
repiesent moie than half This is what one would expect in 
the Sheffield-GIossop-Bainsley group, where the jobs that 
have been available have been secured by competition m the 
ordinary wa\, but in the Pemstone group it is moie readily 
explained by the policy of the local authorities Older men with 
gi ow n-up families, those wuth pensions, widowers and old bachelors, 
have been passed by when men were selected for road work 
The schemes have been promoted to relieve distress and not 
to prevent deteiioiation 

There w^eie other jobs of a temporary nature available — 
dismantling woik at the plant and certain work for the local 
authorities, such as excavating for drains and reservoirs, which 
W’'Ould not have been undertaken, or would have been done by 
a fewer number of professionals w'orking continuously, had not 
the works closed The following Table II shows the number and 
ages of men affected by this type of work and having had no 
other employment except on road schemes The figures include 
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ni6n employ 6(i on rosid. sdiemes and sliow, tlierofore, all men 
who have had no other than temporary employment provided 
by the firms dismantlmg and by the public authoiities If lead 
m con 3 unction with Table I the figures of Table II bring out 
clearly the extent to which men over 55 have been neglected by 
the authorities and the mam effort concentrated on men between 
25 and 50 who were, in fact, those with the heaviest family 
responsibilities 


Table II 

No of Men employed d%smantl%ng, on Road Schemes and on 
Temporary Work for Local AuthoriHes By Age Qioups Pen istone 
Aiea only All Schemes 



Men who ha\ e had no other 
employment 

All who ha\e woiked on any of 
abo\o jobn 

Ages 

when 

works 

closed 

Nos 

%of 
those 
in this 
cate- 
gory 

%of 
all in 
each 
age 
group 

%of 
all in 
Peni- 
stone 
sample 

Nos 

% ot 
thofeo 
in this 
cato ! 

1 

%of 
ail in 
oat h 
ago 1 
1 gnaip 

1 %oi 
i ail in 
Pom 
stoiio 
Bample 

Under 25 

6 

. 11 5 

23 1 

3 9 

9 

' 115 I 

14 b 

1 6 0 

25-36 

16 

30 8 

40 0 

10 4 

25 

32 1 1 

62 7 

lb 2 

36-45 

11 

21 2 

36 7 

7 1 

18 

23 1 1 

! (>() 0 

11 7 

45-55 

14 

26 9 

41 2 

3 2 

20 

2-> b 

1 58 8 

13 0 

65-65 

65 and 

6 

9 6 

26 3 

9 1 

0 

7 7 

i 3 i b 

’ 3 <1 

over 

— 

— 

— 

— 

— 

___ 

L 

1 — 

Total 

62 

100 0 

33 7 

33 7 

78 

100 0 

j 50 8 

1 50 8 


The duration of the spells of employment on the load schemes 
varied considerably, but as this was not a function of age but of 
need, together with a dash of chance (for men in appaientlv 
similar circumstances had widely different periods of road woik), 
ages have been ignored m the following Table III This sets out 
the lengths of time individuals were employed on road jobs, 
dismantling or temporary “Council work’' Men aie classed 
accordmg to the total length of time they have spent at any or 
all of these types of work 

Altogether one-third of the men in the Pemstone group of the 
sample at some time or other smee 1930 were employed on a road 
scheme As might be expected, whereas practical^ every man 
employed on the local schemes worked less than one year at this 
occupation, two-thirds of the single men who were transferred 
had employment lasting longer than twelve months Three of 
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Table III 

Length of Ume %nd%mdual Men were employed on Boad Schemes, 
dismantling , Temporary Council WorTc Men from Penistone Area 
only All Men so employed 


Time (months) 

Numbers 

' % of men so 

engaged 

^ % of total 

sample 

Under 1 

2 

2 6 

1 3 

1 to 3 

10 

12 8 

65 

3 to 6 

15 

19 2 

9 7 

6 to 

18 

23 1 

11 7 

9 to 12 

13 

16 7 

84 

12 and o\ei 

20 

25 6 

13 0 

Total 

78 

100 0 

50 8 


these have not yet returned home, but none has secured a 
permanent 30 b If one takes 35 as the upper age limit for 
transferability ” on road schemes (and all those who were 
tiansf erred were well below this), there were only seven others 
who weie smgle, within the age limit, who had had more than 
SIX months’ unemployment and could therefore be regarded as 
potentially transferable in this sense If the sample results are a 
true indication of the position, over 60 per cent of those conform- 
ing to this definition of “ transferable ” have been sent out of 
the district, though most of these have smce returned The 
single young men have suffered least unemployment of all the 
groups, as the following table shows 

Table IV 


Pey lod of Unemployment of each Man By Marital and 
Age Gioups Penistone Area only All Men 


Period of 
XTnemploy- 
ment 
(months) 

No of men unemployed 
Stated amounts 

% of all in age group 

Single 

men 

under 35 

Mamed 

men 

under 35 

All over 
35 

Single 

men 

under 35 

Married 

men 

under 35 

All over 
35 

Under 1 

4 

2 

3 

15 4 

5 0 

3 4 

1 to 3 i 

2 

3 

5 

7 7 

7 5 

5 7 

3 to b 



3 

— 

— 

7 5 

— 

6 to 9 1 

3 

2 

1 

11 6 

5 0 

1 1 

9 to 12 

12 to 24 

2 

6 

1 

12 

9 

7 7 

23 1 

2 5 

30 0 

10 23 

24 and o\ er 

9 

17 

70 

34 7 

42 5 

79 5 

Total 

26 

40 

88 

100 

100 

100 
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Table V 

Amount of Unemjploym&tit experienced by each Man 
at Present Woihing 


Amount of 
unemplo 3 nii©nt 
(months) 

Pemstone Area 

Shofllold^ otc xVioa 

No of men 

% of men 
in work 

No of men 

of nion 
lu woik 

Under 3 

19 

33 4 

4 1 

10 

3 to 6 

4 1 

7 0 


— - 

6 to 12 

8 1 

14 0 


20 

12 to 24 

20 1 

3o 1 


20 

24 and over 

6 

10 5 

2 1 

20 

Total 

57 

100 

10 

100 


The ma3ority of the men, especially the married ones, in the 
lower age groups at present holding permanent positions obtained 
work soon aftei the steel plant closed down The tenipoiaiy 
jobs, which are responsible for the bunching of the men m the 
12-24 months unemployment categoiy of the Penistone section 
of Table V, are almost entirely dismantlmg, road woik and i>ait- 
time work, such as delivering advertisement news sheet s and 
helping in chip shops The smgle men have managed to sccuic 
jobs smce the depression of 1931 to a much gieater extent than 
have the married men of the same ages This is not so to the 
same extent in the Sheffield, etc area, a difference which may be 
due to the greater facilities offered hy these distiicts There is 
defimte evidence that one of the factors piomoting the enij)loy“ 
ment of smgle men is the inability of married men to accept the 
wages offered, for those paid to some of the young men w oiild not 
support a man and his wife This is especially true of tempoiary 
work out of the district To obtain this woik, singio men have 
taken lodgings, a procedure wffiich would prove an intolerable 
burden to the married man faced with the necessity of maint<unmg 
his home and family as well as paying ‘‘ board and lodgings '' 
elsewhere on the low wages the men in the sani|>Ie have been 
able to secure At least two married men in the sainjile found 
such a position insupportable and had to relinquish their jobs 
For this reason married men who have secuied woik which 
showed signs of permanency have left the district or trm died 
between their homes and work — a practice which sometimes 
means they are away from home twelve hours each day ^Vlost 
of the permanent jobs secuied by married men still resident m 
the Pemstone area have been in the steel works of StocLsbridge, 
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five miles away, or m various industries in the Huddersfield area, 
eight miles away — ^both of which permit the men to return to 
their homes in the evening In spite of this more than half the 
men still living in the Pemstone area and at present working, travel 
under five miles daily to and from work, due mainly to the large 
proportion of the men at work which is engaged m dismantling 
the steel works, and by the tendency of men who obtain work 
out of the district to move their homes As about two-thirds of 
the 3obs in the Pemstone area are temporary (all but three of the 
26 outside the aiea are permanent), the permanent jobs within 


Table VI 

Indusi'iies info which Men working out of the District have gone, 
Pemstone Sample ojily All Men working more than five miles 

fiom Pemstone 


Intlus(i> 

No of men 

% of men out of district m each 
industry to all 

employed 

So 

employed 

Employed 
in sample 

In sample 

Mining 

Bnclif?, Pofter-v 
Choinicals 

Ti on and Stool 

Textiles 1 

Building 

Hotail Ti vdo 

Insuranec* 

Road Kepaiis 

Othoi'^ 

Koatl Sdioiues 

2 

5 

1 

13 

2 

1 

8 

1 4 

1 

1 1 

i " 

5 1 

7 7 

2 6 

33 3 

5 1 

26 

20 6 

10 3 

2 6 

26 

7 7 

3 5 

5 3 

1 8 

22 9 

3 5 

1 8 1 
14 0 

7 0 

1 8 

1 8 

5 3 

1 3 

2 0 

7 

9 1 

1 3 

7 

62 

2 6 

7 

7 

20 

All Industries 

30 

100 

68 7 

26 3 


a circle of five miles radius round the works aie relatively ummpoxt- 
ant and most of the men who have settled jobs work ont of the 
district iloie than half of them live outside, too Table VI 
shovs the industries in which those members of the Pemstone 
sample iiho have loft the district, and those who have jobs more 
than five miles fiom the site of the steel works and travel dai y, 


are working , ^ 

Another quite natural movement has been the drift to smaller 
houses to save expenses Indeed, out of 160 families mterviewed, 
ten had moved for this reason Similarly, men who have been 
unemploved for some time m other depressed areas have be^n 
to share their homes with others m a similar plight, but this 
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movement is absent from Pemstone owing to the plentiful supply 
of cheap houses 

Men who have been fortunate enough to remain in work 
have moved into better type of houses now in much less demand 
There has also been some movement of men (4 per cent of the 
sample) to bungalows and small farms on the outskirts of the 
villages where they hoped to eke out the dole with a little revenue 
from poultry farmmg and gardening — a hope rudely shattered 
by the imposition of the means test 

The two following tables, VII and VIII, give particulars 
of the industries and occupations in which the late steel worhem 

Table VII 

Men at present occu'p%ed By Industries 


Grouping according to lesidence when works closed 


Industry 

Pemstone Area 

Shefheld, etc 

Area 

Both 

Areas 

together 

1 % of 

total 
sample 

No of 
men 

%of 

I all 

I men at 
work 

%of 
j all 
men in 

aiea 

No of 
men 

% of 
all 

j men in 
work 

O' nf 
/O Ol 

all 

men in 

area 

Mining 

2 

3 5 

1 3 



1 

1 

1 1 

Bricks, Pottery 

3 

5 3 

2 0 

— 



i — 

1 7 

Chemicals 

2 

3 5 

1 3 

— 

— i 

1 — » 

1 1 

Iron and Steel 

15 

26 4 

9 7 

2 

1 20 ' 

1 <) 1 

9 7 

Textiles 

2 

3 5 

1 3 

— 

— 

1 — 

1 1 

Leather and Paper 

— 

— 

— 

2 

20 

0 1 

1 1 

Building 

4 

7 0 

2 6 

1 

10 

4 5 

2 8 

Gas and Water 

3 

5 3 

20 

— 

— 

— 

1 7 

Road Repairing 

5 

8 7 

3 3 

2 

20 

9 1 

4 t> 

Railway 

1 

1 8 

7 

— 

— 

i 

6 

Retail Trading 

8 

14 0 

6 2 

2 

20 

9 1 

5 7 

Insurance 

5 

8 7 

3 3 

— 

— 

— 

2 8 

Other 

— 

— 

— 

1 

10 

4 5 

b 

Dismantling 

7 

12 3 

4 6 

— 

— 

f -- 

L 

All Industries 

57 

100 

37 

1 10 

100 

1 45 5 

1 38 


are at present employed If the dismantling and road schemes 
are omitted, the spells of temporary and other employment 
the men have worked smce the works closed have been distributed 
among the industries and occupations in almost the same pro- 
portions as the numbers m these tables 

As would be expected, the iron and steel industry claims 
most of the men at present employed, but as the majority of the 
occupations secured in this mdustry are of a labouring character, 
the considerable skill of the men is runnmg to waste The skilled 
craftsmen in occupations common to many industries have been 
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more fortunate, especiaily the fitters, electricians and smiths 
Indeed, all the men in the sample skilled in these trades and under 
60, except one electrician who is driving a petrol locomotive, 
have obtained employment at their own trade, but in different 
industries for the most part The crane-drivers, too, have had 
more than the average amount of employment and have had 
most of it at their own occupation. This is due mamly to the 
character of the dismantlmg, work which, ironically, calls for 
identical skill and effort, in some cases on the same engines as 


Table VIII 

Men at 'present occupied By Occupations 


Grouping according to residence when works closed 



Pemstone Area 

Sheffield, etc 

Area 

Both 

Areas 

together 

Occupation 

No of 
men 

% of 
all 

men at 
work 

%of 

all 

men in 

area 

No of 
men 

%of 

all 

men at 
work 

% of 
ail 

men in 

area 

%of 

total 

sample 

Furnacemen 

2 

3 5 

1 3 







1 1 

Smiths 

2 

35 

1 3 

— 

— 



1 7 

Fitters 

f) 

87 

35 

1 

10 

4 5 

3 4 

Platelayers 

1 

18 

7 

— 

— 

— 

6 

Electricians 

1 

1 8 

7 

2 

20 

9 1 

1 7 

Bricklayers 

1 

i 1 s 

7 

— 

— 

— 

6 

Gas Stokers 

2 

35 

1 3 

— 

— 

— 

1 1 

Loco and Crane 
Drivers 

7 

12 3 

4 6 




40 

Insurance Agents 

5 

87 

3 5 

— 

— 

— 

2 8 

Shop- and Inn 
keepers 

8 

14 0 

6 3 

2 1 

20 

9 1 

6 6 

Labourers 

21 

36 8 

13 7 

5 

1 50 

22 6 

14 8 

Others 

2 

3 5 

1 3 

*— 


— 

1 1 

All occupations 

57 

100 

37 

10 

100 

46 5 

38 


^ Includes one shop assistant 


these men displa^^ed before the works closed One man only 
has learned a new trade — ^pipe-mouldmg — taught by the firm 
for which his father also works The cosmopolitan occupation 
of labouring has embraced over one-third of the men and, together 
with shop- and inn-keepmg, accounts for more than all other 
occupations put together Insurance collectors are promment, 
too, but only among the men from the Pemstone area who have 
bought books m more prosperous areas The owner shop-keepers 
and inn-keepers, except one in Glossop, have left their home 
district and launched out elsewhere Table IX shows the 
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unemployment position when the survey was completed and at 
corresponding times in previous years 

Table IX 


Unemployment in May of each year as deduced from Data secured 
by Investigation and compared with Official Figures 



1929 

1930 

1931 

1932 

1933 

No of unemployed men in the 






sample of Pemstone area, men 
only 


123 

77 

79 

97 

Above as % of all Pemstone area 


SO 

50 



sample 


51 J 

t)2 3 

Iron and Steel Smelting, etc , 

f yTiolly un 

1 employed 

1 UnempIo\ ed, 

1 temporarily 
^ stopped, etc 

13 3 i 

21 7 

2i 5 

22 3 

Ministry of Labour figures, % 
(See M of L Gazette^ June each 
year ) 

i 

30 9 ] 

K, 1 

47 (> 

U 3 

% of Sheffield, etc , sample 
stated to be unemplo;^ed 


72 7 

59 1 

59 1 

«>4 

No of men in the sample of 
Sheffield, etc area, men stated 






to be unemployed 


16 

13 

13 

12 


The influence of the road schemes on the fxgxiies foi the 
Pemstone area is clearly shown They had not stalled in Mav 
1930, and by the beginning of 1933 had practically ceased to Iiave 
any influence on the unemployed in the area There lias been a 
small decline in both groups of the unemployed since IMay 1930, 
but in both cases it has only been an equal piopoition of the 
total as the declme from the closure of the woiks in Februaiy 
1930 to May, three months later Harry Hawes 
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Interregional and I^iternational Trade By Bertil Ohliist 
Haivard Economic Studies Vol XXXIX (Harvard Uni- 
versity Press , London Humphrey Milford 1933 8vo 
Pp xvii 4- ^17 $5 00 ) 

International Economics By R E Haerod, MA (London 
Xisbet & Co , Cambiidge Umveisity Press 1933 8vo 
Pp X + 211 5s ) 

That the economic doctrme of value as apphed to inter- 
national trade, in the foim inherited from MiU, is not whoUy 
satisfactoiy is a view that will probably find ready acceptance 
among students of economics The attempts made from time 
to time to put the matter on a more acceptable basis furmsh 
sufiicient jiioof of this The question of what it is that con- 
stitutes the essential feature distinguishing international from 
domestic tiado, when the influences determining values are 
consideied, has received different answers at different times 
Professoi Oiilm, like many of his predecessors, insists that the 
feat ill es that call for a special treatment are to be found even 
though an international boundary line is not crossed by goods 
in passing fiom the place of their production to that of their 
consumption He thus examines inter-regional trade and brings 
it into the same scheme of analysis whether the regions he within 
a single national boundary or in different national territories 
The doctime of non- competing groups — ^for which, by the way, 
he has httle respect — is recalled to the memory in this connection 
While admitting that international boundaries impose obstacles 
oi a bpecial land to the free movement of goods and persons, 
he finds no special reason for different treatment on account 
of diffeiences of the money umts in terms of which national 
trade is conducted The lack of free mobihty, not so much of 
goods, whether partly manufactured or ready for consumers, 
as of the factors of production required for their creation or 
transformation into the desired form, is the distinguishing feature 
between tiade within a region and trade between regions What 
he presents is a theory of value apphcable to a group of inter- 
dependent markets, commumcation between which is hampered 
by various obstacles. 



96 


THE ECONOMIC JOHK-HAL 


[march 


His study IS presented in two stages, beginning ^ith a sim- 
plified problem in which obstacles to movement of factors of 
production within each of the regions concerned are left out of 
account for the time bemg, and hindrances, such as cost of trans- 
port, to the movement of goods within or between regions are 
also Ignored In a second stage these restrictive assumptions 
are discarded and the comphcations of the actual woild are brought 
into the discussion Intermediate between these two stages is 
a study of international trade problems subject to the simphfica- 
tions of the first stage, and, following the geneial eonsideiation 
of the second stage, moie than half the volume is devoted to the 
exammation of international problems in the light of that dis- 
cussion ISTaturally, the volume contains a not inconsiderable 
amount of material that could equally well be piesented in 
connection with general problems having no specific relation 
to international — or mter-regional — trade Among these the 
present writer is disposed to include the discussion of the localisa- 
tion of industry, a subject as to the neglect of vhich the rather 
emphatic view expressed by Professor Ohhn does not appear 
to be wholly justified At the same time, a summary treatment 
of some topics dehberately excluded might have seived the 
purpose of enabhng readers to understand the author’s view- 
point Only a limited number of those who, it may be hoped, 
will profit by the study of Professor Ohlin’s caieful and illuminat- 
ing analysis will, for example, be familiar with the paiticulai 
angle from which the group of Swedish economists of which he 
IS a distinguished member regard certain parts of the general 
theory of value What he treats as obvious may seem to others 
to need a considerable amount of exposition Throughout he 
appears to assume that large-scale production is synonymous, 
in aU branches of industry, with increased economy of production, 
and that small-scale production is relatively inefficient Fui ther, 
he appears to assume {eg of p 281 ) that, wheie the capacity of 
the fixed apphances of a productive organisation are fully utilised, 
the costs at the margin are equal to the average costs per unit 
produced How far some of his conclusions aie dependent on 
the acceptabihty of this assumption it is by no means easy to 
determine without repeated and detailed study such as few 
readers are likely to give to this point Some isolated references 
to diminishing returns occur, it is true, but more by way of in- 
dicating that increasmg returns are to be assumed in most 
practical problems His scorn of the doctrine which he calls 
the classical doctrine is accompanied by the challenge that it 



1934] OBCLIN . IlSrTJBBBEGIONAL AHD H^TEBUTATIONAL TBADB 97 


involves the assumption of constant returns It is not, however, 
clear that the replacement of one too general assumption hy 
another to which the same desciiption may he apphed can ]ustify 
the terms in which he takes frequent occasion to characterise 
the exposition common in the text-books Space will not permit 
of any adequate discussion here of his statements of what is 
and wdiat is not contained in the doctrines his rejection of which 
has given rise to the present treatise It may be noted, however, 
that (p 418) it is found convement to employ, in reference to a 
specific pioblem, the assumption of identical “ units of pro- 
ductive povei ” in all industries of a given country This comes 
as close as anyone wmuld wish to the central conception of the 
comparative costs ” doctrine 

In one of his eaiher chapters, Professor Ohhn sets out in 
teims of juices the conditions of mternational exchange dealt 
with m the classical ” exposition in terms of costs, a procedure 
somewhat similar to that adopted by the present reviewer more 
than ten years ago At this stage he finds it helpful to assume 
the existence of national currencies free to vary in value in- 
dependently of each othei This fieedom of variation is, however, 
quickly abandoned, foi it is indicated on p 68 that gold standard 
conditions aie to be assumed, and the hmitation is reajBfirmed 
on p 499 In 1924, when the Swedish version of the book was 
issued, the letiiin to a fairly general use of the gold standard was 
a not unnatuial hojic The Enghsh version, appearing m 1933, 
comes to a woild in winch the practical problems of international 
tiade pieclude, foi the most part, the assumption of a general 
metalhc standaid of currencies Headers of the book will, 
therefore, find it useful to bear in mind the underlying assumption 
of stable exchange lates In such conditions, however, the 
statement, “ theie seems no need of a special foreign exchange 
theoiy to exjilain how these rates ” {% e exchange rates) are 
governed ’’ (p 375), has less sigmficance than might otherwise 
have to be assigned to it 

In connection with a number of problems examined, the 
conception of the national income (the aggregate of money 
incomes) and the conditions and sigmficance of its variations 
IS found useful This aggregate is, with one exception, always 
treated as the total lemuneration of the factors of production, 
and, with the addition of hquid capital,” makes up the total 
“buying power” whose fiuctuations are assigned very great 
impoitance Were it not that a reference is made (p 160) to 
its identity with the net money value of aU goods produced, 
172 Y01a.XL.lY 
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some doubt would arise as to the recognition of this double 
aspect of national income, a double aspect expiessed m the two 
procedures that have been used in recent yeais in the statistical 
estimation of our own national income In some cases the 
apparent tracing to changes m buying power of alteied levels 
of commodity puces — as cause and effect — might leceive a 
different siginficance than is assigned them if the value of the 
goods and services produced, after deduction of the liquefied 
capital included in it, were, as it should be, legarded as no less 
definitely the measure of the nation’s money income fiom its 
productive activities than is the aggregate of the lemuneiation 
of the factors of production Might not the definition of 
neutral ” money (p 377, footnote 1) be based on goods pro- 
duced as satisfactorily as on pioductive factors ^ The stability 
of the general price level ” of the former is, at least, deteiminable 
by statistical procedures more readily and definitely than that 
of the latter 

As “ buying power ” includes not only the aggregate of money 
incomes but also the fiow of liquid capital (cf eg p 440), a 
question of some importance arises in refeience to the lattei 
The description covers the capital leleased when pioductive 
processes are completed with the emergence of goods icady for 
consumption or use But does it cover moie than this If 
not, the word hquid ” appears too general, since in these days 
an abnormal amount of capital is kept in an effectively liquid 
condition, so that the aggregate of buying power might, in ac- 
cordance with the definition, include not only newly liquefied 
capital but also any part of the stock of liquid capital, in excjcss 
of normal requirements for capital in that foim, th<it might be 
thrown into the current stream of commercial ' buying power ” 
Perhaps this disturbing featuie is actually in opeiation, but it 
does not appear to be clearly contemplated by oui authoi 

An interesting presentation of statistical dat<i i elating to 
Canada, to illustrate the effects of borrowing fiom abioad con- 
tinued for a fairly long peiiod, suggests some jiussibie elements 
not clearly indicated in discussing the observed facts Foi 
one thing, the habit of holding substantial reserves in New York 
IS common among the larger Canadian banks Gall money ” 
means available resouices if held in New York, but cannot be 
reckoned as equally available if held in Canada How far the 
calculations of capital movements have taken into account this 
situation, and how far the argument may be affected by the 
fact that, at the period in question, three Canadian banks having 
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l>raiiicli6S in Ngw York and. also in London wor© among tlio six 
most important dealeis in European exchange in New York, 
Professoi Ohlin does not indicate In this illustration, and in 
the discussion piecedmg it, the precise distribution in time of 
foreign boiio wings may be affected by the common practice 
of offering capital for pubhc subscription to replace temporary 
advances by means of which banks had enabled the borrowers 
to acquiie capital goods in a peiiod antedating the pubhc sub- 
scription The goods may not merely have been bought but, 
so far as the buyers were concerned, paid for many months 
before this subscription (cf p 465, footnote) Somethmg of the 
smooth operation of the financial mechamsm to which attention 
is diawn {eg p 454) may be due to considerations of this 
kind 

One fuither among the very numerous important and interest- 
ing inoblems discussed by Professor Ohhn may be mentioned 
here In this case theie is involved a matter the controversial 
treatment of which in the Economic Journal will be famihar 
to readeis, namely, the conditions that accompany the payment of 
war indemnities In Professoi Ohlm’s discussion of international 
lending and boi rowing, the conditions in the lending country 
strike the leadei as appiopriate to an unwiUing lender acting 
under piessure Foi convenience the author has extended the 
simplified phiascology of lending and borrowing to cover cases 
of tiansfei undei stress, when the recipient is not a borrower in 
the ordinal y sense of that word, and the lending is without hope 
of ieiia\ment The explanation of the conditions assumed m 
the formall}" general case may be that what is set out is primarily 
a desciiption of this class of transactions In such a case, the 
adjustments lequired to bring about the appropriate relations 
of puces in the countiies concerned may well differ in not un- 
impoitant lespects fiom those required in the case of a country 
looking abroad foi oppoi tunities for investment on the one hand 
and, on the other, would-be borrowers having in contemplation 
the pa^ ment of mteiest and eventual repayment of the capital 
The difficulties m the way of necessary readjustment are 
usiuilly much gi eater in the lending than m the borrowing 
countiy ’’ (p 427) is a phiase that describes conditions having 
little obvious lelevance to such experience as that of Great 
Britain during most of her long career as a lender abroad The 
pioblem discussed seems to be that of a lender whose lending 
powei has laigely” decreased oi of one whose capacity to lend 
has not been built up in the course of long experience, though 
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a lengthened term of receivmg the remittances is assumed in 
the case of the borrower ” 

In discussing so detailed a treatment of a subject of the 
importance and magmtude of mtemational trade, a selection 
IS appropriate of some pomts regarding which more than a simple 
recognition of agreement with the author’s view s is to be expiessed 
In following this course, an impression of a general conflict of 
views may have been conveyed where the dominant impiession 
experienced was one of broad agreement and cordial appreciation 
of sound work well done For that reason the le viewer would 
prefer not to conclude with a further note of disagieement In 
the hope of doing somethmg to assist the rejection fiom English 
economic diction of the woid “ pi icing ” m the sense in which 
it occurs so frequently m the earher paits oi Piofessoi Ohhn’s 
treatise, when ‘‘ price formation ” would appeal to lender more 
correctly the idea to be expressed, that note of disagreement is, 
nevertheless, risked The fact that the treatise is, in fact, an 
American treatise, may have somethmg to do w ith the selection 
of a rendermg that will not convey instinctively to ordinary 
Enghsh readers the conception that is intended — at least until, 
by repeated encounteis with the word in various contexts, the 
idea desired to be conveyed is gradually evolved 

Mr Harrod’s httle book is a welcome addition to the series 
of Cambridge Economic Handbooks, both as to its matiei and 
as to its manner Into a couple of hundred octavo pages he 
crowds an astomshmg amount of mstruction in economic piin- 
ciples and of discussion regarding their application to practical 
problems His exposition, diflenng from that of Piofessoi 
Ohhn, begms with the doctrme of comparative costs and embraces 
variations from the ordmary presentation that, while not calling 
for the specific use of the Marshalhan diagrams, presents in 
admirably lucid shape some of those pomts of advantage in 
handhng the foreign trade problem which the diaguimmatie 
treatment affords to those famihar wuth the method 

The development of the arguments, presented in a cusp and 
attractive form, is aimed at their apphcation to practical prob- 
lems of our own time and coimtry, and extended to world 
problems in view of the close and vital lelations between eextam 
of our domestic problems and corresponding problems of the 
world at large In deahng with them IMr Hanod relaxes the 
strict scientific attitude of detachment regardmg diffeient possible 
lines of action Even at the outset he speaks of what course 
a country should ” take in view of gams available by w^ay of 
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foieign trade, and of the way in which countries ought to 
dispose of their productive resources ” 

The body of ideas v ith which Mr Harrod works is not essen- 
tially diheient from that of Professor Ohhn, but he finds it 
possible to develop his analysis from the classical doctrine 
with up-to-date improvements, and, far from assuming the 
general prevalence of increasing returns as an essential feature 
of the pioblems examined, he contends for the general prevalence 
of decreasing leturns in this field, and takes up as cases for special 
treatment ceitain conditions involving decreasing costs The 
earlier paxt of the analysis is developed on the basis of relatively 
stable exchanges due to gold standard conditions, but, at the 
appropriate stage, the conditions leading up to the abandon- 
ment of that standard by this country are exammed in the hght 
of the preceding discussion of principles Thereafter, problems 
involving vaiiable lelations between national currencies are taken 
m hand 

A iow voids in passing may be permitted with reference to 
two incidental features In discussing the elements of the 
balance of intei national payments, the commodity imports and 
j)ayments foi services of foreign ships, brokers, etc , are presented 
as sepal ate headings, while, m fact, the value of such imports 
as are earned in foreign ships and have involved the mediation 
of foieign biokeis or undei writers already include, in most national 
trade lecoids, payments foi the services in question The use 
of the United States documents — as shown by a somewhat 
latex leference — appeals to be responsible for the presentation 
of data in a foim not representative of general practice A 
few pages later, the choice between payment by a draft and by 
the shipment of gold is said to be in favour of the former if the 
cost of the di.ift is at least equal to ” its par value plus the 
costs of lemitting gold, when “ not exceeding ” appear to be the 
appropriate woids 

The lange of the analysis and discussion extends to dis- 
turbances of the fundamental conditions of trading and to those 
attending foreign lending Methods of stabihsmg the exchange 
value of the cuneney aie considered and various courses that 
might he ado}>ted to assist world recovery from the depression 
of the last few years are discussed Mr Harrod favours pubhc 
w orks extension bv means of boirow^ed funds A final chapter 
IS devoted to tail ft s and then effects on the national economy 
and should ])rove of great help to the understanding of the 
piolilems involved The utilisation of the theoretic material 
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presented to elucidate so vitally important a group of practical 
problems as are covered gives very great immediate importance 
to this little book A W Flux 

Gold, Unem'ployment and Capitahsm By T E Gregory 
(London P S King & Son 1933 Pp xvi + 308 12.5) 

According to the Introduction, dated Aug 12, 1933, only 
one of the eighteen papers collected in this volume was then 
more than eight years old, but it would have given a better 
knowledge of the facts to say that three belonged to the period 
before March 1925 and all the rest to 1930-33 I do not 
think the classification into five groups very happy '' Gold,” 
'^America,” Central Banking,” “ International Trade,” and 
Unemployment and Capitalism ” have been recently too much 
intertwined to make grouping under those headings instinctive 
Simple chronological order would have given readers a better 
idea of the good contribution to sound thinking actually made 
by Professor Gregory m these scattered articles and addresses 

The earhest, The Economics of Employment in England, 
1660—1713,” which the author includes with a sigh as he reflects 
how happy he might have been if he had not been driven ofi 
economic history into the welter of monetary theory by the 
exigencies of a teaching staff, has a connexion with the rest 
of the book because it shows that, stupid as we are, we still have 
made some advance, though a tiny one, on the thought of two 
or three hundred years ago The next two papers, both on 
banking, show Professor Gregory to have ha<T in 1924-5 a very 
wholesome scepticism about the higher claims then fashionable 
on behalf of central bank management, but to have been rather 
more hopeful about the Federal Peserve system than subsequent 
experience has justified 

The remaimng fifteen papers, with the Introduction, form 
his running commentary on what continentals succinctly call the 
“ crisis ” So far as the monetary side of this is concerned, 
Professor Gregory displays his usual erudition and subtlety of 
mind The doubt is whether his treatment of the subject is 
sufficiently broad to serve the purpose for which the lectures 
and articles were intended The first requisite for promoting 
an understanding of the alleged “ Maldistribution of Gold,” and 
Gold Movements into and out of Great Britain,” I should 
have thought, is some considerable insistence on the fact that 
gold IS sold to the highest bidders, and that when a number of 
countries are on the gold standard and therefore offering prices 
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which are '' fixed ’’ in their own currencies, the highest bidders 
are those whose fixed price is the most attractive because it will 
buy the most commodities and services wanted by the gold 
sellers , so that every country on the gold standard as well as 
every country not on that standard can and does have ]ust as 
much gold as it chooses to buy at the market price, and all talk 
of some rich countries being unable ” to get gold and others 
being unable to ref i am from getting it is palpably absurd 

So, too, in the elaborate and in its way instructive explanation 
of why no violent rise of the British price-level followed the 
abandonment of the gold standard in 1931, I miss a frank recog- 
nition of the long-known fact that if by inaction or by arbitrary 
action a currency which has been deprived of the limitation 
imposed by convertibility continues limited to the same amount 
as befoie, it will not be deprived of any of its old purchasing 
power bv the mere abolition of its convertibility Most eco- 
nomists jireserved a gloomy silence during the shocking events 
of the summei of 1931, but I hope those who did not expect a 
great and sustained rise of prices as the consequence of the 
abandonment of convertibihty were not really ‘‘ a very small 
minority,’’ as Professor Gregory suggests There was no reason 
to expect such a rise, since neither the Bank nor the Government 
was likely to be desirous of es;ercising their joint power of increas- 
ing the issue of the paper pounds which had become the standard 
in place of 400-oz bars of gold One at least of the '' very small 
minoiitv ” vas foi tided in not expecting it by the recollection 
that he had foretold that the limitation of theissueof Bentenmarks 
might make them a success in spite of their ridiculous backing ” 
Not much more than half of the book deals with the monetary 
side of things The remainder will make more than one reader 
doubt whether fate (in the guise of the London School of Eco- 
nomics) has not been unkind both to Professor Gregory and the 
public in keeping his academic activities out of the field of general 
economic theoiy in which he would have liked to work, and in 
which he would ceitamly have excelled There is profit for all 
but the omniscient, and pleasure for all but the bigoted, to be 
found in his dispassionate summing up of the case for and against 
Self-sufificiency ” (though he should not have begun with 
repeating the common misquotation of Adam Smith’s rotund 
aphorism defence is of much more importance than opulence ”), 
in his iconoclastic discussion of Bationahsm and Employment, 
and in his rather gloomy views on the Future of International 
Trade and Common Sense and the Balance of Trade (which last 
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might better have been called The ISTonsense of the Balance of 
Trade) But the two gems of the collection are, I think, ^‘The 
Future of Capitahsm ” and '"An Economist looks on Planning,” 
which should be read in this, the chronological order Theie are, 
he tells us m the first of these articles, " two varieties of human 
temperament especially prone to be attracted by a planned 
economy, the constructive and the meddlesome,” and he beheves 
they are strong enough to force the world to try planning and 
to suppress criticism which would, if allowed, desti'oy the Plan 
Even experience of failure of the Plan, he thinks, vill not lead 
to the abandonment of the principle, since failure is not hkely to 
be so complete as to cause absolute retrogression, but will only 
slow down progress He " can see no reason v hy the woild should 
not pass over into a new era of absolutism and intoleiance , why 
the writings of the French and British humamsts and utilitaiians 
should not be burnt as dangerous documents by the common 
hangman, and why the desire to improve one’s condition should 
not be treated as a crime to be pumshed as theft is to-day The 
intellectuals who are now undermining confidence in the future 
of our present civihsation may, then, as the paid servants of a 
bureaucratic state, explain why freedom is a cuiso and liberty 
a crime ” None but the very youngest of us can get much 
comfoit from the final sentence in which he lelents so far as to 
say, " Let us hope that in due course the age of leason vill return, 
and that mankind will find that the pleasuies of malevolence 
are less satisfying in the end than those vlnch Ireo enterprise 
allowed us to satisfy ” Just so the judge m the black cap, 
"And may God have mercy on your soul ’ ” 

Edwin Cannan 

Des Crises Ginerales et Pe/nodiques de Sitrpioductaon By 
Pboebssob Jean Lesctjbe Tome I Le phenomene 
Tome II Causes et rem^des (Pans Editions Domat- 
Montchrestien 65 francs ) 

This is the fourth edition of Professor Lescure’s important 
work, which first appeared in 1907 The book now extends to 
two volumes, the first and longer of the two supplying the facts 
in the form of a historical survey of crises from 1810 to 1981 , 
the second being concerned with causes and remedies A I'cader 
who IS already acquainted with the literature of the trade cycle 
would probably be well advised to read the second volume first, 
and to approach Professor Lescure’s historical tieatment of the 
subject with a prior knowledge of his theoretical views 
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The disciissioii of causes begins with theories explaining 
crises by monetary phenomena That part of the subject is 
disposed of in fifteen pages (pp 379-94) 

Nextj explanations based on the phenomena of production, 
consumption and distribution are divided into “ orgamc ” and 
“ moigamc ” The inorganic, tracmg the crises to fortmtous 
fluctuations, are dealt with in a further eleven pages, the con- 
clusion IS that these fortuitous causes do not afford a solution, 
in that they are not regularly associated with all crises 

In turning to the organic explanations, which trace crises to 
some inherent characteristic of capitahst society, Professor 
Lescure is entering upon the mam current of his argument 
He discusses explanations based on the tendency of profits to 
decline, v itli reference first to Ricardo and Henry George, and then 
to IMarx and Tugan Baranowski He criticises at some length 
the theories of IMM Boumatian and Aftahon, based on the length 
of the piocess of production He then reaches his own explana- 
tion If the crisis is characterised by a retardation of the 
creation of new enterprises, and by the diversion of savmgs 
fiom indiistiial ventures, it is this retardation, this diversion 
which we have to explain In our modern commumties profit 
plays the pait of the motive-power of the spirit of enterprise 
The entiepreneur ceases to create on the day on which the margin 
between cost of production and seUmg price appears to him to 
shrmk At the end of a jieriod of expansion costs rise in certain 
essential industries faster than prices ” (pp 452—3) 

Piofessor Lcscure does not here mean to challenge the well- 
lecogmsod fact that the rise of wages lags behind the rise of prices 
(pp 458-9) But he has m mmd two principal cases (1) that 
of new enterprises handicapped by the high prices of capital 
equipment installed at a time of industrial activity, and (2) that 
of concerns like lailvays and pubhc utihties, in which charges 
made to the consumer may be limited by authority 

With regard to these latter, which in some countries at any 
rate have, no doubt, contiibuted a very considerable proportion 
of the opemngs for investment. Professor Lescure’s argument 
IS open to the answer that the hmitation of charges results m 
the volume of business of the concerns to which it apphes bemg 
all the greater at a time of rismg prices, and their requirements 
for capital extensions aie hkely to grow in proportion If their 
net receipts were so encroached on as to involve them m real 
embairassment, their capital outlay might indeed perforce be 
restricted But the statistical data supplied by Professor Lescure 
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do not support that conclusion He shows that in some cases 
profits have begun to dechne before the price level, but not that 
they have become less than normal They have merely begun 
to declme from an abnormally high maximum For example, 
Professor Lescure points out that m 1907 the first month in which 
the gross receipts of American lailways show^ed a diminution 
as compared with the corresponding month of 1906 w^'as November, 
whereas the net receipts first showed such a diminution in July 
(p 471) But the net receipts remained very Ingli up to December 
1907 And Professor Lescure insists (quite rightly) m another 
passage (pp 217-24) that the recession of 1907 began in the 
second quarter of the year He refers also to the crisis of 1929 
But on that occasion gross and net receipts first showed a set- 
back s%multaneously, in October 1929, whereas the recession 
had already begun in industry in July 

On the other hand, the effect of rising costs on the piospects 
of new enterprises as such is a wider question than that of con- 
cerns subjected to a hmitation of charges A disproportionate 
rise of prices of instrumental goods is a chaiacteristic of the active 
phase of the trade cycle 

‘‘ The flow of savings into industry constitutes the motive 
force of the modern economic machine Savings aie creative 
Let savmgs be plentiful and not easily placed remuneratively, 
and they will be employed m industry When they are employed 
in mdustry, the total consumption of commodities by industn^ 
is increased, with consumption, prices rise, with puces, profits, 
with profits, savmgs and therefore available capital ” (p 360) 

In this passage Professor Lescure gives a hint of the vicious 
circle of expansion Once prices begin to rise, pi ofits and tliere- 
fore savmgs are increased The result is increased activitv of the 
instrumental industries and a cumulative rise of prices, profits 
and savings 

How IS the VICIOUS circle to be broken'? Tf theie is a dis- 
proportionate increase in profits and savings, there is a dis- 
proportionate activity in the instrumental industiies, and, when 
their capacity is strained, a disproportionate use in the prices 
of their products That is to say, there will be a rise in the 
prices of capital goods relative to the prices of consumption goods 
That will tend to make investment less and less attractive, and, 
if unimpeded, this tendency should eventually result m a slacken- 
ing of capital outlay When capital outlay falls short of savings 
the surplus savings are either applied to an extinction of credit 
or held idle A part of the demand for capital goods is thereby 
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annihilated, and the tendency to an indefinite expansion is 
checked 

Professor Lescnre’s theory is that that is the decisive factor 
But he has not proved his point The disproportionate expansion 
of the instrumental industries is a consequence of the dispro- 
portionate increase of profits and savings, it depends upon 
p'iices outsimpping costs So long as wages lag behind the rise of 
prices, profits will continue high, and the same high profits that 
supply big savings will continue to make investment attractive 
And there will not be an indefinite increase in profits and savings 
relative to prices, because, though wages lag behind prices, they 
do eventually rise, and, as fast as wages rise, the demand for 
consumption goods tends to regain its position relative to the 
demand for capital goods 

Purther, the disproportionate demand for capital goods 
will tend to draw a portion of the swollen supply of savings from 
which it arises into an extension of capacity of the mstrumental 
industries themselves Between them, this extension of capacity, 
increasing the supply of capital goods, and the rise of wages, 
increasing the demand for consumption goods, might be expected 
to restore equilibrium 

There is no evidence at all that at times of activity the growing 
cost of capital goods does in practice act as a deterrent on in- 
vestment, and Professor Lescure does not attempt to show that 
it does 

It will be observed that this theory of increasing costs of capital 
equipment in any case only offers an explanation of the ^nter~ 
ru'ption of a progressive rise of prices And it provokes the obvious 
question If this is what prevents an indefimte rise of prices, 
are we to infer that without it an indefinite rise of prices would 
occur '2 

Surely an indefinite rise of prices cannot occur consistently 
with the gold standard What has Professor Lescure to say 
on that subject That brings us back to his treatment of the 
monetary theories These he classifies under the heads of 
Metallic Money, Bank Notes, Excess of Credit and Deficiency 
of Credit 

“ Metallic money plays a diminishing part m exchanges 
It has numerous substitutes ” (p 382) 

Nowadays, if the ‘ currency prmciple ’ and the ^ banking 
principle ’ are still discussed, we no longer discuss whether the 
issue of notes causes crises ” (p 384) 

Metalhc money and paper money being disposed of, credit 
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remains Professor Lesciire draws a distinction between those 
theories which explain crises by an excess of ciedit and those 
which explain them by a deficiency of credit The distinction 
IS a false one The active phase of the cycle is caused by an 
excess of credit, the depression by a deficiency The two types 
of theory are one and the same 

According to the theory of the deficiency of credit, ‘‘ at the 
end of a period of expansion the central banlcs, confronted with a 
dimmution of their gold holdings, are led to raise their lates of 
discount or even to ration credit Eq^uihbriuni is broken bet'ween 
the growmg quantity of products and the quantity of money, 
metalhc or fiduciary The fall of prices results, and with it the 
crisis ” (p 391) 

Doctrine simple, seduisante Nous la sonliaitey ions exacte 

But no f “ Credit assists the expansion , credit helps the 
depression to prevail Money plays an essential part But 
production, consumption, supply, demand play tlic jircponderant 
part m the hfe of the economic world To see in money the sole 
ammator of economic hfe is to commit a sophism, the meic state- 
ment of which should be sufficient refutation ” (p 392) A 
revival of mercantihsm ^ 

A period of expansion presupposes new needs to satisfy, 
and new mdustries to create Materials, laboui, savings, entre- 
preneurs are necessary The entrepreneurs must ha\ e confidence 
Money does not suffice to create this complex of conditions 
And the abundance of money is mcapable of piovoking by itself 
alone the rise of prices which generates profits and kindles the 
spirit of enterprise ” (pp 392-3) 

Money and its movements are effect, not cause It is the 
rise of prices that provokes the extension of tlie cnculation, 
and not the contrary It is the fall of prices, the ciisis and de- 
pression that provoke its contraction, and not the contrary ” 
(p 393) 

What does this really mean ^ It means that a use ox fall of 
prices cannot be either started or stopped by the control of credit , 
the gold standard cannot prevent an indefinite rise of prices 
From time to time in his historical survey Professor Bescuic 
mentions a credit stringency arismg from a scarcity of gold 
When he says that “it is the rise of prices that provokes the 
extension of the circulation,’’ he would seem to imply that when 
that happens nothing the banking system can do wnll prevent 
or moderate the extension of the circulation , that when the Bank 
of England put the Bank Bate up to 8 per cent in 1847, or 9 per 
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cent m 1873, or 10 per cent in 1857 or 1866, it made no difference 
either to the volume or rapidity of circulation of credit, or to 
the price level So far as any utihty in correcting the inflation 
of the price level was concerned, Baiik rate might just as well 
have heen fixed permanently at 3 per cent and never altered 

Yet undoubtedly Professor Lescure would repudiate such a 
view “ The efficacy,” he says, of the pohcy of raising the rate 
of discount and its necessity aie no longer disputed The effect 
of the raising of the rate of discount on the hquidation of a crisis 
IS one of the best estabhshed and best known theories of pohtical 
economy ” (p 505) 

He expounds the theory m an earher passage The crisis is 
marked by a diminution of demand, makmg a whole series of 
products unsaleable, it prevents the normal play of the balance 
of commercial and mdustiial debits and credits Traders, 
unable to sell at all, or able only to sell at a sacrifice, must resort 
to credit to meet their liabihties The rate of discount rises, 
the money in circulation increases, bank reserves dimmish The 
rise of the rate of discount reaches such a pitch that the trader 
and the industrialist find it to their uiterest to sell their products, 
even at a heavy loss, rather than to borrow (pp. 367-9) 

When he comes to the discount policy of central banks, 
however, he mterprets it in terms of an external ” credit crisis 
When a country, in consequence of a fall of prices, cannot sell 
abioad, it has to export gold The central banks lose gold, and 
raise their i ates to defend their reserves Traders sell at a sacrifice, 
and the consequent fall in the prices of securities and goods 
attracts foieign purchasers, and restores the balance of pay- 
ments (p 506) 

Professoi Lescuie, among his remedies, advocates the holdmg 
of reserves of foieign secuiities, and the charging of a premium 
on gold m order to mitigate the rigours of credit restriction 
Is he not here view mg his problem too much as a national problem 
instead of an international one 

The crisis is a crisis of falhng prices It is met by various 
countries laising discount rates with a view to depressing prices, 
and thereby intensifying the trouble for one another Any 
one of these countiies can find rehef by allowing a premium on 
gold, and it can safeguard its gold reserves by seUing foreign 
exchange mstead of gold But by preventing the outflow of 
gold, it throws all the greater burden on the reserves of the others 

Now clearly these %nteT7iaUonal movements of gold are only 
one aspect of the crisis If some countries are losmg gold, others 



110 


THE ECONOMIC JOURNAL 


[march 


are gaining it How are these others to behave ^ They should 
be endeavouring to release gold by credit relaxation and low 
discount rates Then central bank might supplement these 
measures by buying securities, or, still bettei, by buying foreign 
exchange Indeed, when Professor Lescure lecommends the 
accumulation of a reserve of foreign exchange, v e may reasonably 
infer that this ought to be done when the exchanges aie favourable 
and gold would otherwise be imported 

But Professor Lescure does not consider the case of those 
countries which are troubled with a superfluity of gold at a time 
of crisis And for a good reason At a time of crisis there is a 
general scarcity of gold Those comitries which aie losing gold 
put up their discount rates because they cannot spare it But 
even those which are gainmg gold are themselves short of it 
There is a general resort to high bank rates and ciedit zestnction 
because the monetary circulation has outstripped the supply 
of gold 

This rehance on credit restriction to bimg about a geneial 
fall of prices is not only one of the best established and best 
known theories of political economy,” but now’ that ** metallic 
money plays a dimmishmg part m exchanges,” it has become 
essential to the functionmg of the gold standard In each country 
the central bank has become practically the sole soui ee of money, 
and upon its action depends whether money becomes unduly 
plentiful or scarce 

If money ” be taken in a nariow sense, Professor Lescure 
IS q[uite right when he says that money and its movements are 
effect not cause ” But if changes in the monetaiy circulation 
are effects of changes in the price level, changes in the i)rice level 
are effects of measures of credit regulation 

“ Production, consumption, suppty, demand piav the pre- 
ponderant part m the life of the economic woild To see m money 
the sole ammator of economic hfe is to commit a sophism ” 
But the puzzle of the '' periodic general ciises of o\ex-jiroduction ” 
has always been to account for economic adversity and distress 
at a time when the state of production, consumption, supply 
and demand ” indicates nothing but prosperity and activity. 

Profit,” says Professor Lescure, plays the part of the 
motive power of the spirit of enterprise ” There must be a 
remunerative price level Credit restrictions aim deliberately 
at reducmg the price level and making it less remunerative 
Trade depression represents nothing more nor less than the 
success of credit restriction 



1934] 


LESOUBE EES CRISES GENERALBS 


111 


It IS unfortunate, especially m a fourth edition, that Professor 
Lescure’s book teems with misprints The mutilation of Enghsh 
and American names is of shght consequence The omission 
of a negative (p 370, line 4) is easily corrected by an attentive 
reader The frequent piesentation of statistics m thousands 
instead of millions ought to be no moie misleading than the 
expression of prices by the ton instead of by the quintal 
(p 321) But it does not conduce to clearness in the descrip- 
tion of the crisis of 1929-30 to prmt 1930 instead of 1929 five 
times (pp 319-21) And an algebraical exposition of Tugan 
Baranowsla’s criticisms of Marx, which is in any case both 
slovenly and obscure, is not improved by two misprints (pp 
425-6) 

The most dangerous misprints of all are those which occur 
in the body of a statistical statement The preponderance of 
railway material in the steel output of the Umted States is 
illustrated by a table which has survived from the edition of 1910, 
showing a rise from 3,749,000 tons out of 13,859,000 in 1904 
to 19,996,000 out of 23,362,000 m 1907 If the reader^s sus- 
picions are aroused, he will be able to calculate from the detailed 
data supplied that fur 19,996,000 he should read 9,838,000 
But u hen the growing gap between the general price index and that 
of metals ruses fiom 10 points m 1909 to 22 m 1911 and 35 in 1913, 
the reader is only too likely not to observe that the latter figure 
ought to be 25 And how is he to guess that the reserves of the 
Kew York Banks in July 1893, which have been stated as 
$5 milhons (p 132) ever since the first edition of the book 
appeared m 1906, should be corrected to $95,000,000 ^ 

Besides misprints, the book is not free from maccuracies 
It IS not correct to say that the output of gold from 1848 to 
1856 exceeded by more than one-sixth the value of the whole 
quantity of gold and silver existing m the world ” (p 44) 
Beference to Levasseur, whom Professor Lescure quotes as the 
authority for this statement, suggests that it should have been 
“ exceeded one-sixth of the value ” 

In the particulars of brokers’ loans in New York, it is misleading 
to translate other banks,” meaning banks outside New York, 
by banques itrangeres (p 311) 

The British Government did not advance £28,000,000 or any 
other sum to the Bank of England m 1818 (p 6) 

The Bank Charter Act of 1844 was not suspended m 1890 
(p 513) 


B G Hawtrey 
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The New Survey of London Life and Labour Volume V London 
Industries, II (London P S King & Son, Ltd 1933. 
Pp xn + 435 175 6d net ) 

The Industries of Greater London Bemg a Suivey of the Recent 
Industrialisation of the Northern and Western Sectors of 
Greater London By Douglas H Smith, B Sc (Econ ), 
Ph D , F R G S , with a Foreword by Sir Raymond Unwin, 
Dr Tech C H (Prague), P R I B A (London P S Eang & 
Son, Ltd 1933 Pp xi + 188 10s net ) 

The concurrent appearance of these volumes is timely That 
of the Survey continues the treatment of London mdustiies, 
commenced m Volume II, and deals largely with distributive 
work, as well as with productive industries Most of the trades 
dealt with mclude a higher proportion of low-skilled woik and 
of female labour than those treated in the eaiher volume, thougli 
the Prmtmg industry, which is now desciibed, is piobably the 
most highly skilled of the London industiics kL Smith’s 
interesting book starts to cairy the iiidustiial voik of the 
Survey mto the outlymg districts of Oit'ater Ijouaus^ to the 
North and West of the Survey area He deals with the triangle 
formed by the valleys of the Lea, the and die Thaiues, 

extending his treatment to Welw3'n, Walfurd and Slough to 
the North, North-West, and West, respcciivc-lv Ifc includes 
those districts of the Survey area like Willesden and Tottenham, 
which he outside the County of London boundaiies in these 
directions His work m many ways fits in well with the vSuivey, 
and his careful, detailed tieatment of the character and dis- 
tribution of the trades with which he is concerned, shows well 
the nature and causes of the outward trend from Genii al London, 
which the Survey has also emphasised 

In Mr Smith’s book the very large industrial umt is the less 
common In the Western Industrial Sectoi, foi instance, “ m 
only one industry is there a concentration of manufacturing 
umts comparable to that of the North,” namely the motor 
industry The feature of the whole area is the laige number of 
trades, producmg wide varieties of product, nearly all individually 
small, but often gaimng the advantages of large-scale production 
through a high degree of speciahsation in the goods manufactured 
or through assembhng of parts manufactured elsewheie The 
hsts of trades m various areas bring out admirably them small- 
ness and variety Thus, in the Lea Valley and m the Wembley— 
Park Royal-WiUesden area, the average per trade is under 450 
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workers, and in Slough it is about 150, the number of separate 
trades (not industries), as given in the lists, being 79, 71 and 47 
respectively This renders it unprofitable to manufacture locally 
the semi-finished products required by these trades For the 
amount needed of any one such product is too small to justify 
this , and good tiansport facihties and high values in relation to 
bulk, render import from other districts easy and cheap 

Survey V follows mostly the Imes of the earher volume on 
London Industries, and well maintains the general high standards 
of the Survey The Director contributes one more most stimulat- 
ing introductory chapter, which greatly facilitates the reader’s 
study of the volume, and admirably sums up the leading features 
of the industries dealt with Chapters on individual trades 
contain some highly interesting descriptions of industrial processes, 
notably in dealing with mechanisation, as in the food, drink and 
tobacco, and in the chemical industries, though retail distribution, 
which has been less afiected in this way, is also admirably treated 
In one or tv o instances, possibly for reasons of space, the accounts, 
though clear and accuiate, are less full, that of the manufacture 
of leather, for instance, haidly seems to bring out the great 
vaiiety of the processes 

Tlie piesent volume confirms generally the favourable 
tendencies previously noted , and specially emphasises the progress 
ol welftire woik, both m its protective and constructive forms, 
which appeals specially maiked m the trades now dealt with 
Its jirogress seems in part to be a compensation for conditions 
of monotony resulting from mass production with semi-automatic 
machiner^^ Another interesting feature is the frequency of 
payment foi holidays in these trades, in contrast with its relative 
mfiequcncy in those previously dealt with It is suggested that 
it IS '"a fan geneialisation, though subject to exceptions, that 
holiday payments, like other amemties, are frequently regarded 
as a foim of compensation for monotonous or disagreeable work ” 
Pievious evidence of '' a high degree of success ” in enforcing 
Tiade Boaid w ages is confiimed Evasion is highest in industries 
111 which, hke the fui trade, the umt of employment is smallest , 
in Large-scale indiistiues, hke tobacco, it is neghgible ” In the fur 
trade indeed, the percentage of evasion is more than double 
the average, but the rise in real wages has also been marked — 
70 per cent m the case of women — since the Wage Census of 
1906 Heie, again, mechanisation appears to have helped by 
practically eliminating “the ‘dressing masters’ in leather, who 
V oiked at low prices by paymg low wages ” In retail distribution 
No 172 VOL XLIV I 
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there appears to he a certain tendency to industiial parasitism, 
where firms will only engage girls living at home ” Against 
this must he set cases where specially good conditions are found 
m retail establishments Trade Unions, though weak in many 
trades, seem to exert influence out of pioportion to then numbers, 
as where big companies and Co-operative Societies, having 
agreements with them, set the general standards for a trade 
In Printing, where Trade Umons both of workers and employers 
are exceptionally powerful,” and weekly wages show veiy big 
increases, industrial relations appear to be specially cordial, and 
there has been '' compaiative stability of employment ” Indeed, 
in spite of the relative rise in unskilled w^ages, unemployment 
has been less in the industries covered by this volume than in 
London as a whole 

The present volume emphasises the displacements of labour 
by mechanisation General increase of female wmkeis is reported, 
even m trades which are predominantly male Displacement 
of men, indeed, takes place m the mam indirectly As a rule, 
women and girls find then chief sphere m highly mechanised 
industries, m ancillary occupations, such as bottling, labelling 
and packmg, or in branches akin to the domestic, like laundries 
and retail distribution But often the development of these now 
occupations as wnmen’s trades reduces the chances of re-employ- 
ment for men displaced from the old Similarly, Mr Smith, 
m an excellent Comparative Study of Individual Industiios,” 
m London and in other parts of England and Wales, finds little 
evidence of direct competition between London and the North, 
and the work, as m the electrical and chemical trades, is sometimes 
complementary, London concentrating on the lighter and the 
North and Midlands on the heavier branches Noi is there much 
evidence of movement of firms from the North to London 
Development has been almost entirely by radiation outward from 
Central London, or by growth of new firms 

The displacement of acquired skill by mechanisation is stiessed 
The quahties required for most workers, it is insisted, are steadi- 
ness and rehabihty rather than special skill m the old-fashioned 
sense ” But the insistence on these quahties suggests a j^ossible 
raising of the level at the other end of the scale, so that the 
workers possessmg them can perhaps be regarded as ranking 
as semi-skilled , and reference to the general turn-out of certain 
workers, as approximating rather to that of attendants than of 
labourers, appears to support this view “ A growing, though 
as yet not general, recognition of the vocational value of general 
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education beyond the standards of the elementaiy schools ’’ 
IS also reported 

In many ways mechanisation favours improvement m con- 
ditions The need to lun elaborate machmery continuously 
reduces short-period fluctuations in employment, and at times 
it is possible to avoid casual labour at rush periods by runmng 
machmeiy at maximum speeds The new conditions also, by 
involving planning, facilitate adequate provisions for the well- 
being of the workers, which was apt to be neglected in the 
haphazard growth of the older type of business Often, indeed, 
there is dehbeiate and careful thought for the workers Mr 
Smith too records that one influence leading firms to move out 
of London was desire to secure healthy, open environment for 
their staffs Elaborate machinery agam, facilitating and even 
necessitating frequent cleaning, has also pioved favourable to 
health, and has done much to reduce dirty and unpleasant work 

Planning, also, m the outer areas has done much to locate 
factories with reference to the health of the population generally 
Here again, as Mr Smith emphasises, there is a difference Pre-war 
factories grew up haphazard, with not much thought of the 
influence of their woik upon the surrounding houses, whereas more 
care has been taken lecently, and theie has been a tendency to 
concentrate factories in definite areas Things are not yet always 
satisfactoiy m this lespect, though the disadvantages are, in fact, 
mitigated since the industries of these outer sectors are mostly 
“ clean ’’ industries, generally free from obnoxious by-products 
But both Sir Raymond Unwin and Mr Smith emphasise strongly 
the need of more regional and other planning, for this and other 
purposes Some beginnings of it are recorded, as, for instance, 
in West Middlesex 

Mr Smith’s book, though its area overlaps that of the Survey, 
makes a valuable begmmng m the study of conditions in outer 
Greater London His work is more general in character, and does 
not, hke the Suivey, attempt the detailed description of particular 
trades But he has done valuable work in discussing the variety 
and distribution of the trades , and his chapter on the geographical 
factors at work is specially valuable, brmging out, for instance, 
their influence on expansion, and m determining which areas 
are industrial and which lesidential An mteresting point is the 
special locahsation of the new trades, those of the Lea Valley 
mamly producing cheap goods for the East End of London and 
office requisites for the City, and those in the Western Sector 
being more concerned with more costly goods for the West End 
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Thus, Mr Smith’s work represents an interesting extension 
of the work of the Survey, and treatment of the other areas and 
of health and social conditions in the whole of outer Greater 
London would he well worth while The Survey’s new volume 
has once more produced an industrial study of high value , and 
the concluding volume on London Industries vill be awaited 
with great mterest 

N B Dearle 

Recent Social Trends in the United States 2 vols Pp xcv + 
1568 (McGraw-Hill Publishing Co , Ltd 1933 ) 

These two prodigious volumes, containing twenty -nine 
monographs, are the product of the Piesident’s Pveseaich Com- 
mittee on Social Trends appointed by Herbeit Hoover in 1929 
under the chairmanship of Professor W C Mitchell The 
Committee call this publication a '' summaiy of the findings ” 
they are also '' publishing thirteen volumes of special studies and 
supporting data, giving in greater detail the facts upon winch the 
findings rest ” Most of the contiibutions in the volumes undei 
review are from the pen of social scientists othei than the ineinbois 
of the Committee, and twelve pages of acknowledgments to 
institutions and individuals serve furthei to indicate the co- 
operative nature of the efioit The Committee have attempted 
a summary and appraisal in their sixty -page Review of Findings, 
but of course no summary of a summary can give a vei y adequate 
idea of the wealth of data collected Nor would it bo judicious 
to pyramid the summaries still fuither by attempting to dcbcribe 
the contents m this notice It must suffice to say that the \ oluines 

are a wealth of information of the most astonishingly di\ erse kinds 

If you have any reason to know you can find that tlio pc; 
capita consumption of ice-cream has increased fiom I 04 
gallons in 1910 to 3 gallons in 1929 ” , that “ theie aie more than 
20,000 women teachers in colleges ” , that the aggiegate value of 
works of art in public and private possession is approximately 
2 bilhon dollars , that “ the most strilang changes [in the Ameri- 
can home] wathm the decade have taken place in the 
appearance of the kitchen and bathroom , that more mone^^ 

and more brams have gone into the appearance of these two rooms 
than into all the other rooms put together ” , that it is possible 
to list one hundred and fifty effects of the invention of the radio, 
ranging from morning exercises encouraged a bit ” to develop- 
ment of fads of numerology and astrology encouraged ” , that 
“ interest and belief in a life beyond death have dropped to a 
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fraction of the level which they held a quarter- century ago ’’ in 
the periodical liteiature examined, that '' osteopaths, who now 
number approximately 7,650,” have incomes totalling $42,000,000, 
while “ chiropractors, who are, as a group, far more ignorant 
and incompetent numbered at least 16,000 in 1930-31 and 
collected an annual income of approximately $63,000,000 ” 

No selection can indicate the variety of information collected 
Much of it IS commonplace, much of it has no discoverable con- 
nection with any generalisation, and much of it goes to support 
generalisations which are themselves so trite that the cost of 
enunciating them must be a matter of grave concern This is not 
to condemn the volumes The evaluation of such a heterogeneous 
mass of material is not easy, even with the assistance of the 
Committee’s own appraisal, which, as Mr Hoover says in his 
foreword, '' sets forth matters of opinion ” The terms of refer- 
ence thiew the emphasis of the report (again according to Mr 
Hoovei) upon ‘‘elements of instability rather than stability in 
our social stiucture ” It is tiue that the Review of Findings and 
the contiibutions show less complacency than was characteristic 
of pie-depression American economic literatuie, but the report 
cannot be desciibed as predominantly critical or radical Caution 
IS lather the keynote, in spite of the Committee’s confession that 
“ astonishing contrasts in organisation and disorganisation 
aie to be found side by side in American life ” (xii) In discussing 
the quality of the population they declare that “ the abilities of 
individuals shade down from competency to idiocy, and it is not 
at all ceitain that all low grades of mentahty are caused by 
heiedity ” (xxiii) Here is timidity 

The all-important question of unemployment illustrates the 
consei vative tone They rank it with physical and mental illness 
as a ' majox cause of suffeimg ” (xxxvi), and see the problem as 
one of “ making the ])roper application of the principle of in- 
Miianco ” But there is no strong indictment of America for being 
a generation behind the enhghtened European countries in this 
lebjiect The monograph on Laboui (one of the best in the 
collection) points out that the majority of trade unions have 
“ lesisted compulsory unemployment insurance ” and that 
employers have been “ detei mined to prevent government 
participation in handling the problem of unemployment,” but it 
says nothing of the attitude of economists If the method of 
suiveying periodicals used in the chapter on Changing Social 
Attitudes and Interests had been applied to economic publications 
before 1931, the Committee would have been compelled to call 
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for a revolution in economic opinion on tins question The belief 
was prevalent that unemployment in Europe is a problem su% 
generis, intimately connected with unemployment relief by the 
state 

Another case in which the facts cited do not paint a complete 
picture IS that of lace piejudice (pp 591-2) It is deliberately 
restricted to the negro problem, although the existence of other 
prejudices is admitted Any serious examination of the question, 
however, could not fail to single out the prejudice against Jews, 
which has been aired m the discussion of appointmentvS to the 
Supreme Court and which still plays a considerable part in the 
choice of teachers in the umveisities 

Criticism on the giound of omission is, of couise, too easy 
The above is only to illustrate the slight conseivative bias in a 
Report which is on the whole impartial The etiort to be judicial 
IS perhaps partly responsible for the cautious and even eolouiless 
conclusions To conclude that the clai ideation ol human 
values and their reformulation in ordet to give expiession to them 
in terms of to-day’s life and opportunities is a majoi task of social 
thinking ” does not carry us very far The Committee lightly 
reject all responsibility for producing a panacea they ‘‘ were not 
commissioned to lead the people into a land of promise ” But 
they hope that “ m the formulation of these new and emergent 
values, in the construction of the new symbols to tin ill men’s 
souls, m the contrivance of the new institutions and adaptations 
useful m the fulfilment of the new aspirations this review 

of recent social trends may prove of value to the American 
public ” They would have contributed more to this end if they 
had thrown some of their caution to the winds, and, even at the 
risk of being misunderstood, had given more rein to then critical 
faculties in describing the ordei which preceded the New Beal 

Redvebs OriE 

Australia in the World Depression By E Ronald Walkeb 
(P S Kmg Pp 219 10<5 fid ) 

This is an admirable account of the changing economic situation 
of Australia during recent years It is both a desciiption and an 
analysis Dr Walker has studied the views of Mi Keynes, 
Professor Hayek, and others to good purpose he has const i noted 
from them an eclectic theory of the trade cycle which he applies 
with skill 

His chapter on the Boom before the Slump convinces the 
reader that some recession would have come even without changes 
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in world conditions One point well made is that the rismg tariff 
involved a greater expansion of hank credit than would otherwise 
have occurred His suggestion that the high normal level of 
unemployment arose mainly from instability of demand deserves 
attention, for there is no greater authority on Australian unemploy- 
ment Yet he does not show that demand was less stable than 
in other countiies, nor does he disprove the alternative explanation 
of relatively high and rigid wage-rates plus hindrances to the 
movement of labour between occupations 

The slump actually came, of course, through changes m 
Austialia’s relations with the lest of the world, the title of this 
book was carefully chosen Australia had been expoiting about 
a thud ot her mateiial production About two-fifths of her 
expoits consisted of wool and about one-fifth of wheat she was 
thus gieatly influenced by the world prices of these two com- 
modities Di Walker makes a careful study of the forces affectmg 
these puces , he lightly ignoies any effects of Australian bon ow- 
ing or impoit duties upon her teims of tiade, for they were swamped 
by otliei factois The other vulneiable point of contact with the 
outside world was capital imports This population of six 
millions had been bon owing publicly at the rate of £30 million a 
year 

The fall in export prices and the stoppage of long-term external 
loans created a transfer problem In spite of greatly reduced 
wool and wheat prices, a slight excess of imports had to be trans- 
formed mto an export surplus sufficient to pay some £30 million 
sterling a year of external interest At fiist, Australian opinion 
rejected cost-cutting as impracticable, yet wanted to remain on 
the gold standaidoi at least near parity with sterlmg Imports 
were cui tailed by reduced purchasing -power, by drastic tariff 
inci eases and import prohibitions, and by the banlis rationmg 
exchange Recourse was had to the sensible stop-gap of exporting 
gold reseives and to short-term external borrowing Finally, the 
problem was solved with the help of a depreciated exchange-rate 

It IS a pity that Dr Walker says so little about the elasticity 
of supply of exports, for the maintenance of their volume has been 
lather lemarkable Doubtless contraction in land products is 
difficult in the shoit run, and we know that there have been good 
seasons, that wheat-growing has been subsidised and that sugar 
and butter have continued to be dumped abroad But surely 
some growers of wool and wheat must be very near marginal 
prime cost. Are fixed charges largely unpaid^ Aie wages of 
land-workers consideiably lower than official records show '2 
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Does the inevitable tendency towards capital consumption, of 
which some evidence is given early in the book, extend to such 
items as fencing *2 These are points on which information would 
be illuminating 

The repercussions within Australia of an annual loss of spend- 
mg-power amounting to perhaps £70 million — ^i educed value of 
exports plus loan money no longer foithcoming — ^^\eie alaimmg 
Unemployment rose to nearly 30 per cent and laige budget 
deficits seemed inevitable From the turmoil, u itli Mi Theodore’s 
scheme for creating credit held up by the Upper House of the 
Federal Parliament and Mi Lang repudiating public inteiest- 
payments m New South Wales, theie emeiged a Plan uhich 
combines all possible remedies ” The whole internal public debt 
of £556 million was converted from 5J pei cent to just ovei 4, 
taxation was increased and public expendituie i educed, fixed 
interest charges weie reduced by law , wages u eie cut , and bank 
credit was sustained by sellmg Tieasury Bills to the Common- 
wealth Bank 

It seems clear that Australia did turn the coiner, whether 
permanently or not, in 1932 How is this to be explained ? Di 
Walker gives us a stimulating theoretical chaptei, complete with 
equations, m support of his view that it was due mainly to the 
infiation, through the floating debt, of 1932 He grants that the 
wage-cuts of 1931 helped indirectly, since a given monetaiy dose 
of inflation is more effective the lowei are money costs Yet, 
he points out, for a year or so after the fiist wage-cuts theie was 
no improvement It might be urged that they weie not huge 
enough or that a succession of wage-cuts was needed , Dr Walker, 
on the basis of his theoretical discussion, rejects such contentions 
The crucial point, he says, is how entiepreneurs behave If w^ages 
are reduced, will they at once employ moie men or will they be 
cautious and wait to see if the demand for then goods increases ^ 
If the latter, obviously employment and outiuit can lemain 
unchanged or fall Thus, he urges, mflation is more likely than 
wage-reductions to promote recoveiy 

This seems a non sequitur Theie is no need to pi ess the view^ 
that the elasticity of demand for labour is likely to be well above 
unity durmg a slump For whatever it is, surely the demand will 
be affected in exactly the same way by wage reductions and hy 
inflation of the type used in Australia in 1932 (Inflation through 
public works might be another story ) Both make possible an 
increased margin for profits If entrepreneuis refuse to expand 
under the stimulus of lower wage-iates, suiely they wull also lefuse 
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to expand under the stimulus of lower interest-rates Whatever 
assumptions one makes about their behaviour it seems unreason- 
able to argue that the one method will succeed wheie the other 
fails 

It is doubtful whether the inflation of 1932 would have pro- 
moted recovery in 1 931 had it occurred then Given the attitude 
of most entiepreneuis, the political situation would probably have 
prevented it The subsequent displacement of Labour Govern- 
ments, and the measures taken to balance budgets, promoted 
confidence and then the wage-cuts or the inflation or both — ^there 
is not space to argue — ^took effect 

Dr Walker leaves some questions unanswered How exactly 
vere mteiest-rates i educed by law “Z Did this do more than 
lecognise the actual position while seivmg as a gesture which 
made wage-cuts less lepugnant, and how did it affect new lend- 
ing Diom the end of 1929 to the end of 1932, wholesale prices 
fell by ovei 20 pei cent , but the price of building materials rose 
moie than 10 per cent Why was this, and is it delaying recovery ^ 
Is a still lower exchange-value of the Australian pound desirable 
to create an exchange-ieseive against mediocre seasons *2 To 
vhat extent would this, or lower costs, make potential exports — 
for example, of coal and manufactured food-stuff s — actual ^ But 
one V ishes foi moie only because of the excellence of what one has 

Fbbdebio Benham 

The Taxation of Income %n India By V K R V Rao, M A , 
Assistant Professor of Economics and History, Wilson 
College, Bombay (Longmans London and Calcutta 
1931 Pp x\i + 327 105 ^d) 

It is lathei lemaikable to find an Indian author beginning 
hxs book with the following passage ‘‘ Like the introduction 
of the study of the Enghsh language in Indian education, the 
introduction of income tax m the Indian financial system is one 
of the few happy heritages of British rule in this country ” He 
notes that the income tax was first tentatively introduced in 
1860 that Lord Lytton refused to sanction its re-introduction 
in 1876, and that fiom 1886 it became a permanent feature of the 
tax & 3 "stem He divides the history of the tax into three periods 
(1) the Peiiod of Experiment, 1860-86, (2) the Period of In- 
tegration, 1886-1916, and (3) the period of Legislative Con- 
solidation, 1916-28 

The book deals with the income tax from every point of view 
which would be of interest to the economist and the general 
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reader The first three chapters give us a concise history of 
the tax from its inception m 1860 to 1931, which is clear, readable 
and complete m essentials The remainder of the book is 
analytical and critical, beginning with the scope of the tax and 
a fall discussion of the numerous exemptions, proceeding to 
examine the bases of assessment and the methods of computing 
income from different sources, and then stating various leforms 
proposed by others and some suggested by the author, all of 
which he considers from the theoretical and practical points of 
view 

The Indian income tax has seveial rathei peculiai featmes, 
due to the country being but paitially mdustiialised and to the 
Hindu family customs Income arising fiom agricultuie, whethei 
rent or the profits of cultivation, has been exempt since 1886 
from all income tax, mainly on the ground that agiieultuial 
incomes are heavily taxed by land revenue Hindu undivided 
families, which may consist of as many as thiee, oi even foui, 
generations living together m one house, maintained accoiding 
to need out of one income, are taxed on the joint income accord- 
ing to a special schedule There is a tax of 6| per cent on limited 
companies, additional to the standard rate which has to be 
deducted from dividends This coiporations profits tax,’’ 
imposed during the boom following the Wax, is now an un- 
justifiable burden on joint stock enterpiise 

After a full and thorough description of the treatment of 
special classes of taxpayers, and a chapter on the problem of 
double taxation, the author proceeds to outline his suggested 
reforms His proposal that the present lelief of pait of the 
Indian income tax on profits also taxed in Gieat Biitiin should 
be abohshed is supported by reasons which seem to have no 
basis in abstract justice If the investment of Biitish capital 
m India be discouraged, there will be, he thinlvs, the moie oppor- 
tumty for the profitable employment of dormant Indian capital 
The critic may well ask whether the oppoitunities would be 
found by Indian industriahsts and, if they weie, whethei doimant 
capital would be attracted by them 

India has a graduated income tax, and the author, after 
considering examples in foreign countries, proposes a new scheme 
of progression, which smooths out the jumps, and is clearly com- 
pared with the present progression in a diagiam The author 
favours the taxation of large agricultural incomes , but he would 
like to have land revenue treated as income tax and graduated, 
so as to reahse the principle of ability, were it practicable to 
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sacrifice so much revenue — a change which is not justifiable on 
grounds of theory or practice, so long as the land revenue is 
assessed on area cultivated The book, which was published 
under the editorship of Professor C IST Vakil, is full of useful 
information, and is well furnished with statistics in the text and 
in numerous appendices Several of the author’s proposals for 
reform merit careful consideration The book is one which 
should not be neglected by any student of the Indian income tax 

H S Jevons 

British Public Expenditure, 1921-31 By Joseph Sykes (P S 
King 1933 Pp 388 155 ) 

British Budgets, Third Series, 1921-2 to 1932--3 By Sir Bernard 
Mallet and Oswald George (Macmillan 1933 Pp 
570 305 ) 

Public expenditure has always received less attention from 
economists than taxation, for the simple reason that it is impos- 
sible to discuss expenditure without expressing, or implying, 
opinions as to the merits of the political policies upon which 
public money is expended the subject will not, therefore, 
keep itself within the confines of the strictly economic Mr 
Sykes cannot wholly escape this difficulty, and we discover, 
for example, that he would like to see less money spent on arma- 
ments , but the book shows commendable detachment and a 
readiness to weigh pros and cons which is not the less praise- 
worthy because it frequently leaves the reader unable to make 
up his mind one way oi the other 

The first part of the book is occupied with a straightforward 
and busmess-hke account of the history of public expenditure 
(national and local) m the ten years under leview, classified under 
six mam headings Tins will be useful for reference In Part II 
the author seeks to analj^se each of these lines of expenditure 
with special reference to two considerations, namely, first, its 
geneial economic and social effects, and second, any ‘"transfer” 
effects as between “Richer and Poorer ” 

In the third part of the book Mr Sykes attempts to summarise 
the conclusions which emerge from this analysis This, however, 
IS a task of almost impossible difficulty He records, indeed, 
that in his j'udgment “ no dire consequences have ensued for the 
national economy regarded as a whole ” from the freer distribution 
of public money to which we have grown accustomed , and that 
the transfers of lesources consequent upon the double process 
of taxation-eum -spending have had “ profound effects of a highly 
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favourable character ” But the attempt to support these pro- 
positions by elaborate quantitative analyses of the effects of 
taxation upon savings and of the incidence of taxation upon 
various classes of the commumty, as compared with the benefit 
which these derive from receipt of national debt interest oi pay- 
ments through the social services, demands so many quahfications 
and includes so many uncertain factors that one wonders whether 
in the end the author’s conclusions (equally with the conclusions 
of others who have ventured into this field) rest upon much fiimer 
foundation than general presumption We knov that saving 
and investment are not what they were in the days of good 
Queen Victoria , but when it comes to estimating what measure 
of responsibility for the change must be boine by the use in 
rates of taxation, we are really only guessing 

One further reflection is provoked by Mi Svkes’ tvo con- 
cluding pages, in which he argues that there is a case for i educing 
the taxation upon reserve appiox^nations, bunging dovn ^“'iigid 
wages” and making certain economies in the social sci vices, 
mainly on the ground that these measures would be benelicial 
to the balance of trade Is it not time that we made u}") our 
minds as to what we mean by prosperity ^ Mi Svkcs jioints 
out that his proposals would impoverish a large pait of the 
public and would in consequence reduce oui expendituie iijion 
the import of goods for direct personal consum])tion, although 
the “real national income” would, he believes, be incieased by 
the same token If the real national income is incieased, some- 
body must get that increase, and we have a right to ask w ho that 
somebody is, when he is expected to get that increase and what, 
it is presumed, becomes of it in his hands ^ In itself, to im]>oveiish 
anybody is a direct negation of piosperity, and it is therefoie 
the more urgent that all economists whose plans lor })iospeiity 
mvolve making some people poorer should be iiaiticulaily explicit 
as to when and where and for whom extra iichos aie thereby 
created Even in these days there is no purjiose in abstinence foi 
abstinence’s sake, though abstinence for due rew^aid may be 
proper and necessary 

Bather an interesting contrast with Mr Sykes’ book is 
afforded by the final volume of the now familiar Mallet and 
George series of BriHsh Budgets — a volume, the pubhcation of 
which Sir Bernard Mallet did not, unhappily, live to see As 
before, the book consists of an historical analysis of the contents 
of every budget in the period covered, together with a summaiy 
of the budget debates m the House , followed, m Part IT, by the 
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authors’ own comments and criticisms, which include a most useful 
and masterly summary of the whole sorry tale of war debts and 
reparations The authors show themselves far more concerned 
than Mr Sykes as to the possibly damaging effects of taxation 
on the modern scale upon the welfare of the nation as a whole 
Indeed they are deeply imbued with the spirit of economy in the 
Gladstonian sense, and, quoting Lord Snowden, comment on the 
degree to which this conception of economy has faded from the 
minds even of ‘'responsible statesmen” In their judgment, 
experience shows that the growth of expenditure is a matter 
which can be left to take care of itself “ There is no fear that a 
reaction against expenditure on social services will be carried 
too far 5 ” and it is to the social services and to expenditure upon 
the armed services (which last, however, as the authors point 
out, IS necessarily conditioned by international policies in the 
matter of disarmament) that every Chancellor of the Exchequer 
must inevitably turn in his search for something upon which he 
can economise With Mr Sykes they admit that only by guess- 
work can the part played by taxation in the causation of our 
present tioublcs be assessed, but, while conceding that “it is no 
doubt to the advantage of the community as a whole that glaring 
inequalities of fortune should have been to some extent corrected,” 
tliey add a hint that the effect of present demands upon the tax- 
payer in checking savings and even crippling the pubhc revenue 
itself may, m some future budget, “ necessitate a revision of the 
whole system of diiect taxation with a view to its reduction 
and readjustment ” And they are, accordingly, at one with 
Mr Sykes in desiring such a readjustment as will give more 
favour able treatment to the reserves of companies and traders 
destined foi new investment 

It remains only to add that the book is as lucid and readable 
as its predecessors, that, hke them, it contains valuable tables 
<ind statistical material assembled in a most useful form , and 
that, notwithstanding the full analytical table of contents, the 

absence of an index is greatly to be deplored 

Barbara Woottok 

The of Mediocrity in Business By Horace Seorist, 

PhD (Bureau of Business Besearch, North-western Um- 
versity 1933 Pp 468 ) 

During the past decade Professor Secrist has made extensive 
studies of the efficiency of management of trading and banking 
films in the United States His findings have been pubhshed 
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from time to time by the Bureau of Business Research of Noith- 
western University The standards used for measuring man a- 
gerial efficiency both m this and in the earher studies have been 
the customary ratios such as gross profit margins, peicentages 
of net sales absorbed by different types of expense, and profits 
on investment In all the previous publications, although 
factors affecting efficiency have been the pimcipal topics con- 
sidered, prices and the social implications of the facts discovered 
have come m for examination 

Early in these investigations it was found that with the passage 
of time, both efficient (superior) and inefficient (inferior) firms 
became more like the aveiage or the type for the sample of which 
they were a part It is this “ regression to type ” of the supeiior 
firms that Professor Secrist examines more thoroughly m the 
book here reviewed The tiiumph of mediocrity ” means, then, 
that if the accounts of a sample group of firms are followed through 
the years, the superior films tend as a gioiip to lose then pre- 
eminence and become more like the average This statement 
does not mean, of course, that every individual fiim may expect 
this experience, nor does it mean that the absolute efficiency or 
productiveness of the superioi concerns necessaiil}" declines 

The book falls naturally into three parts The fust thiee 
chapters serve to orient the subject and to state the gcneial 
conclusions The last two contain the authoi’s pi oof that the 
tendency to mediociity observed when studying the opeiatmg 
accounts of business is not found in certain other types of data 
The intervemng chapters, which make up the greatei pait of the 
book, present the factual material and the analyses used to prove 
the tendency to mediocrity The businesses fiom which the 
facts are drawn include retail hardware and clothing stores, 
department stores, wholesale grocery concerns, banks and 
railroads Space does not permit a description of the data or of 
the statistical methods employed To the reviewei both appeal 
to be adequate The tendency to mediocrity ” as defined has 
been estabhshed 

The significance of the findings is not entirely clear As the 
author observes (p 1), in many other lands of human activity 
repeated trials bring proficiency It may also be added that 
superiority coupled with striving and practice usually results in 
a maintained pre-emmence But m business it is apparently 
otherwise As stated in the book (p 9), common sense would 
lead us to expect this difference Unusual profits must disappear 
if competition is effective and the sources of those profits must 
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also vanish or become the common property of competitors 
The businesses investigated are among the most competitive — ■ 
railroads excepted The tests of management, to repeat, are 
not capable of showing absolute pi ogress or decline m productive- 
ness Hence the implication (p 38) that the failure of the superior 
firms to maintain their position indicates a defect in the com- 
petitive order seems not well-founded Favourable profit 
situations, even such as aiise from low expense ratios, are not 
always socially beneficial nor are they always the results of 
careful planning or a wise application of resources to production 
Moreover, as Professor Secrist is careful to point out, the nature of 
the study precludes taking account of the progress or dechne of 
new firms ]ust as it does the course of those that fail New firms 
or new types of organisation are often very profitable — show 
favourable operating ratios — soon after their estabhshment but 
fail to maintain the pace thus set The history of the chain stores 
m the United States is an example Hence, as the reviewer sees 
it, there is nothing in the book to prove that costs may not vary 
from low-cost to high-cost firms by a considerable amount and 
that this difference may not persist From numerous scattered 
statements one infers that this point v/ould be admitted by the 
author 

The book is leplete with facts, especially about merchandising 
concerns in the United States, compactly set out and conveniently 
analysed These facts reveal many interesting conditions about 
business during the (chiefly) post-war years which cannot he noted 
here The author has apparently tried to assemble as much 
data material as possible to support his conclusions and to apply 
a large number of tests to his statistical material to forestall 
criticism Although these methods do not make for easy reading 
they inspiie confidence in the results 

F B Gabveb 

XJmveisity of Minnesota, USA 

Biitibk hidubtnes and their Organisation By G C Alesn 
(L ongmans Pp x + 338 10s ) 

An important part of the work of economists has always been 
to observe the changing progress of productive effort m different 
regions, and to call attention to the interconnections and reper- 
cussions which the busy participants may need to take into 
account, but which they cannot be expected, because of their 
preoccupation with particular business techmque, to perceive for 
themselves. There is a tendency to expect economists to do 
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more than that, and to pass judgment on the decisions which 
business men take in the conduct of then affairs Cotton manu- 
facturers in Lancashire order their businesses differently from 
those of America or Japan, then scale and methods of operation 
are not the same , which of them is wiong ^ It is becoming an 
acid test of the serious student in this difficult field of study to 
notice whether he declines to pass judgments of this sort, but 
recognises rather the relativity to time and jilace of all cost 
structures and price relationships and sets out to examine how 
such differences as exist do, in fact, arise and persist To attempt 
more is to pretend to an intimacy of knowledge of paiticulai 
price relationships and specialist industiial technique which few 
detached economists can hope to acquire and to maintain 

It IS a sjpecial merit of Professor G C Allen’s lefiesliing study 
of British industiies and their orgamsation that it contains few 
examples of these hasty, ill-informed opinions Most of those 
which he does include are citations fiom the findings of Royal 
Commissions and of committees which wish to advocate a 
policy ” for an industry After quoting them, Professor Allen 
generally proceeds to discover “ other inoie fundamental leasons ” 
for the disparities which exist between British and foreign organ- 
isation and methods of production, reasons which will jirobably 
prove more satisfying, to those who do not desire size foi its own 
sake, than all the hypotheses which spring fiom the assumption 
that none but fools are business men in Britain The desirability 
of larger units in the coal industry is normally an unargued 
assumption, but Professor Allen emphasises the part pla3"ed by 
the merchant in blending the output of different pits in Older to 
suit particular markets, and deprecates hindrances on his ability 
to select the coal he requires ” (A more critical analysis of the 
Coal Mmes Act would surely have been justified here ) The 
smaller umts in the British iron and steel industiy, eompaied 
with those of Germany and the United States, are shown to be 
evoked by the peculiarities of conditions of supply and demand 
in Britain '' If, as is not improbable, she devotes an inci easing 
pioportion of her iron and steel capacity to the manufacture of 
specialities, then the small firm, like the small plant, may retain 
its importance ” In his analysis of these industries, and of the 
engineering (including the motor) industry, Professor Allen’s 
rich store of techmcal knowledge is adequate to explain why 
what IS most imposing to the lay observer is not necessarily most 
appropriate to the market situation in which British manufac- 
ture! s find themselves It is sigmficant that in his discussion 
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of the cotton industry, in which Professor Allen tends to the 
popular, but for him unusual, conclusion that business men have 
failed in Pritain to provide themselves with the most appropriate 
plant, and need to be coerced by outside interference to run their 
businesses differently, the examination of techmque is scanty 
and unconvincing There is still much more to be said in favour 
of specialised spurning firms, usmg the more adaptable mules, 
and separate manufacturers, operating ordinary looms, in Lanca- 
shire, than there is for a universal adoption of ring spindles and 
automatic looms by integrated firms on the American pattern 
Professor Allen’s account of ‘‘ weak selling ” in this industry, 
moreover, hardly convinces one that firms which must pay 
interest as well as prime costs will be able for long to undercut 
those that need not pay dividends. 

The staple industries are still widely regarded as homo- 
geneous groups of firms producing broadly the same manufac- 
tures under conditions so broadly similar that common interests 
emerge Professor Allen’s detailed analysis of each of them 
brings out the real diversity, both of type and of interest, which 
distmguishes the constituent busmesses Little benefit is there- 
fore to be expected from his attempts to decide whether, within 
these ‘‘ industries,” knit together by accident of language rather 
than by economic similarity, the decline m one class of produc- 
tion, such as in pig iron and crude steel, is or is not ofiset by an 
improvement in another section , as, for instance, the produc- 
tion of special fimshed steels Ke-absorption of displaced workers 
is increasmgly likely outside the staple industry ” in which 
they become unemployed, rather than in another branch within 
it, if the section in which they were formerly employed fails to 
re-ad apt itself to changed conditions Professor Allen repeats, 
somewhat uncritically, the frequently-made contention that when 
a change occurs in productive techmque, the older seats of an 
industry are handicapped, and that British industries sufier from 
this disadvantage (cf especially pp 3, 16, 42, 62 and 93) The 
exhaustion of mines is clearly a special case In manufactur- 
ing industry, it can hardly be assumed that, in the absence of 
monopoly, new entrepreneurs will never find it profitable to 
commence operations in the older districts In fact, so long as 
external economies ” are available, they may be expected to 
prefer that location, other thmgs being equal New processes 
certainly tend to be invented and developed by the most skilled 
members of an industry, who are generally to be found in the 
older seats, as well as by amateurs elsewhere 
Ho 172 VOL XLIV 
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Two chapters on the general post-war trend and on recent 
changes in structure conclude this useful account of the British 
staple industries Arnold Plant 

Modern Industry and the African Edited by J M Davis 
(Macmillan Pp 425 125 ) 

This is an inquiry made on behalf of the International Mis- 
sionary Council into conditions on the Central African Copper 
Belt by a “ team ” led by Mr Merle Davis Endless dijfferences 
in detail make piecemeal investigations of this sort desirable, 
but the survey loses a httle for want of comparison with less 
complicated parts of Africa Though intensified on the Copper 
Belt, the essential problem is the same in most parts In Europe 
the Industrial Revolution grew directly out of the past But 
in Africa rapid change imposed from without on a backward 
people is forcing these primitives through then Revolution in 
a generation For want of orgamsed government, of education, 
of ordinary amenities of hygiene and samtation in what is often 
a deadly climate, with inefidcient agriculture and very often 
inadequate, insufficiently varied diet, Africans are badly placed 
for adaptation to the demands made upon them by this inevitable 
contact with Western civihsation 

To remedy these defects is in any case beyond the power 
of Europeans alone, but the capital required is sometimes 
obtainable by a short cut, the exploitation of mmeral rather than 
of agricultural resources African mimng has its critics The 
Rand, and even more strikingly the Katanga Provmce of the 
Congo, show the economic advantages of mimng as a means to 
development as weU as its human dangers Mr E A G Robin- 
son’s analysis of the economic situation in Northern Rhodesia 
will more particularly interest readers of this Journal Hjis 
first concern is the just balance between lural and urban which 
IS essential for the foundations of the new pohtical structuie 
which IS being evolved Here he corrects alarmist impressions 
Wage-earning has become a habit, virtually essential, and in a 
normal year there may be over 100,000 Northern Rhodesian 
natives ^nearly 10 per cent of the population — ^in gainful occu- 
pation of some sort Yet the hnks of the vast majority of these 
workers with their homes on the land are still intact The 
labour needs of the Copper Mmes, as estimated in a particularly 
valuable analysis of the economic sigmficance and prospects of 
the mining industry, he puts at no more than some 16,000 per 
annum The great issue of pohcy is stabihsation,” i e. the 
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piactice deliberately followed m the Belgian Congo of encouraging 
permanent urbamsation of mine-workers and their famihes 
While mining may be too msecuie to provide a permanent basis 
of life for large numbers, West African expeiience would suggest 
that some such division of labour is essential to economic progress 
Mr Robinson shows how, without improved commumcations. 
Northern Rhodesian towns will, as now, collect hangers-on 
rather than provide a market-centre for the rural commumty. 
He also rightly touches on the strangling effects of a currency 
where the lowest umt is the “ ticky ’’ {Zd ) , this view is borne 
out by the success and populaiity of the tenth-of-a-penny coins 
m the village markets of the West Coast 

The merit of the book is its fresh straightforward account 
of the facts as they are, including deformities which many famihar 
with African conditions are in danger of missing or condomng 
The defect is perhaps a disposition to accept prevaihng views 
too meekly Mr Merle Davis demolishes in his stride, let us 
hope once and for all, the old fiction that a mission-educated 
African is an African spoilt,” and there is much else of value 
on agriculture and the hke But we might have looked for a 
less fatahstic acceptance of the advantages of cheap labour, 
and of the policy of penmng Africans in ‘‘ Reserves ” (as only 
recently adopted by Northern Rhodesia) A missionary inquiry 
might also have made more of the fundamental problem of health, 
which has only two scant index references Ill-health alone is 
almost enough to account for African backwardness The 
typical African is not the lusty Zulu warrior of tradition, but 
rather the under-nourished, malaria- and parasite-infested un- 
fortunate who on the Congo mines is systematically put through 
a month’s health couise and gentle traimng before being turned 
on to full work 

The desirabihty of various “ types ” of education, adapted 
(by expel ts) to suit (expeit) ideas of varying African needs, is 
a little questionable, and Mi Davis at least sees the possibihties 
of adult education The aim should above all be to teach the 
African how to learn Some of the pohtical doctrine about 
Indirect Rule ” is also questionable and might well have laid 
less stress on the importance of the chief There is a very strong 
revolt among educated Africans against being merely thrown 
back into tribahsm and, as aU the writers grasp (especially Pro- 
fessor Coulter m Chap VII), the biggest fact in modern Africa is 
the emergence of this class of westward-looking individuahsts, who 

remind one rather of our own Renaissance W^ M MagmxlIjAN 

K 2 
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Russia in Transition. By Elisha M Ebiedman (Allen and 
Unwin 1933. Pp xxxiv + 614 215 ) 

If one is impressed by the weight or price of a volume, the 
legend on the dust-cover, masses of figures and a comphcated 
table of contents, and if one accepts without question the opinion 
of publishers and authors as to what is of scientific value, one 
may possibly evaluate this book as a serious contribution to 
econormc science The book is called, in a sub-title, “ A Business 
Man’s Appraisal,” and is described on the dust-cover as having 
been written from the view-point of the unbiassed and skilled 
economic analyst ” Such contradictory descriptions of the 
authorship are some clue to the contents of this enormous con- 
glomeration of snappy generalisations, inaccuracies and statistics 

The book was written under the following conditions The 
writer visited Bussia during part of July and August of 1930 ” 
(p viii), where he spoke in Bussian, through an interpreter ” 
(p ix) The hook, he writes, came into existence in the following 
■v^ay — “ Upon my return there were many inquiries by friends. 
Some asked for a memorandum of my trip I began to write it 
and found that it grew in the process Ultimately the report 
grew into the present volume ” (p viii) Finally, we may add 
on our own imtiative the book was published in England m 1933, 
approximately three years out of date 

In spite of his own and the publishers’ declarations to the con- 
trary, the writer is not free from certain prejudices in approaching 
his subject After several years of crisis he confidently writes 
that capitalism “is increasingly efficient” (p 45), in implied con- 
trast to the USSR, and he has certain ideas concerning (1) the 
nature of Bolshevism, (2) the necessity for comparing the Russian 
with the French Revolution, and (3) the Russian character, which, 
while anything but accurate, are very representative of a certain 
type of foreign observer A fiair for rash generalisations, an 
obsession for rhetorical questions, and a leamng towards the 
sensational rather than the accurate, these are the qualities 
which go to the making of so many “ studies ” of the “ blew 
Russia,” and they are found here in all exuberance 

Part of the inaccuracy of the book can be explained, but not 
justified, by the fact that the author was last in the USSR in 
1930 Thus, the statement that “ The great department store 
in Moscow, Mostorg, is practically bare of merchandise Instead 
of goods the windows contain busts of Lemn or placards carrying 
revolutionary propaganda ” (p 193), while true three years ago, 
IS not true to-day But it appears in the book in the present 
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tense But other inaccuracies, such as the statement that in 
addition to the five annual public holidays which were decreed 
in 1929 there are now three more, subsequently added, have no 
justification, and no source is given to justify such statements 

The lack of any adequate standard of judgment on the part 
of this writer is well illustrated by the following remarks — M 
Molotov based this pronouncement on the imaginary Gosplan 
increase (of production) of 38 3 per cent for 1931, and on the 
real pre-war average annual increase of 2 6 per cent ’’ (p 102) 
The Soviet authorities accepted Professor S hT Prokopovich’s 
estimate for before the war as correct Professor Prokopovich, 
however, does not accept the Soviet figure for 1931 as correct 
The author of tins book, without any further discussion or sifting 
of the evidence, refers to Professor Prokopovich’s pre-war figure 
as real ” and the Gosplan’s figure as “ imaginary ” So much 
for his faith in Soviet statistics And yet, twenty-three pages 
further on he writes Has the Pive-Year Plan actually worked 
in Russia Generally speaking, the quotas are being realised ” 
(p 125) Such inconsistency does not enhance the value of the 
book 

While correctly attacking attempts to translate prices and 
wages direct from roubles to dollars, Mr Friedman does not 
hesitate frequently to do so And having criticised those who 
have translated at the official rate of exchange he frequently does 
so himself, as well as also taking the unofficial “ black ” exchange 
rate that prevails in Warsaw and Berlin This is, of course, still 
less reliable, since it has no relation at all to purchasing power, 
as it IS not allowed to import the roubles so obtained into the 
USSR They represent cash taken out by those leaving the 
country, found completely useless, and therefore sold ofi at a 
nominal price, to be smuggled in again in small quantities by a 
few of the more venturesome tourists, rather as a bottle of eau- 
de-cologne IS frequently brought to England from France by a 
week-end tripper To take such a rate of exchange as a measure 
of purchasing power parity is obviously utterly absurd 

Nowhere in this book is there any useful material, statistical or 
otherwise, that has not already appeared in English While 
there are hundreds of references, they are rarely backed up by 
an actual quotation, so that it is impossible, without great 
trouble, to check the writer’s interpretation of the material he 
professes to be quoting Much of what is said, which rests on 
the author’s own experience in the U S S R , is completely out of 
date We may confidently recommend those who are interested 
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m Soviet affairs not to wade tlirongL. the six hundred pages of 
this tome in search of new material or balanced judgments about 
the course of current Soviet development 

P A Sloan 

Moscow^ 

August 1933. 

State Sociahsm in V'lctoria By F W Eggleston (P S King 
1932 Pp 346 15s ) 

This is the book of a disillusioned man Fiom 1924 to 1927 
the writer occupied several ministerial posts in Victorian govern- 
ments, including those of Minister of Railways and Minister of 
Water Supply During this time, he says, I was converted from 
a strong advocate of public ownership and operation of all common 
services to the view that undei present circumstances the con- 
ditions for the successful public operation of many of these 
services do not exist in Victoria ” 

He gives a well-documented account of the results of all the 
chief public services in Victoria Undoubtedly most of them have 
not been financial successes By 1929, out of £34 million invested 
by Victoria in closer settlement, £10 million was “ hopelessly 
lost the Victorian railways have been established over 

seventy years, and only in seventeen years have they shown a 
balance on the right side ” , and so on 

There are well-known retorts to facts like these Private 
business also has its failures Money spent publicly may laise 
productivity and real incomes in ways not reflected in the accounts 
of the undertakings A commumty may pursue aims, such as 
promoting rural settlement or diminishing inequality, which 
involve unremunerative ” expenditure The writer brushes 
aside such retorts He is speaking of what he knows , ho has 
looked waste and folly in the face Some of the details make 
interesting readmg 

He does not blame the officials, indeed he has only praise for 
them He finds the mam trouble in a failure of the individual 
citizen in his relation to the State ” Railway workers, controlling 
perhaps 100,000 votes, exert political pressure for better con- 
ditions, wheat -growers insist on lower freights, and the result of all 
the different pulls from interested parties is unco-ordmated and 
unwise policy “ Victoria has succeeded only where it has taken 
control out of the hands of Parliament ’’ and transferred it to a 
statutory corporation with financial autonomy 

Yet would the wider adoption of this device have been a 
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complete solution '2 I think not Australian pohcy seems to 
have had two fundamental defects The first is that the means 
adopted have not been suited to the ends desired Thus the mam 
end has been a higher standard of living The widespread belief 
that one path to this goal is the full utilisation of natural 
resources ” has led to schemes of closer settlement, to railway- 
lines which have never paid, and to projects for extracting any 
valuable minerals known to exist Even responsible statesmen 
have not understood that greater production per head would 
come from leaving some resources unused than from public 
developmental schemes which private enterprise would not touch 
The second defect is that conflicting aims have been pursued 
For example, Australia has tried both to foster manufacturing 
and to place more people on the land The result has been a 
kind of tug-of-war between the tariff and public expenditure on 
inland transport, iirigation, and similar objects Perhaps these 
defects partly explain why one of Victoria’s leadmg statesmen 
is now convinced that Austialia should make some return towards 
laisser-fmre 

Frederic Benham 

The Australian Price- Structure, 1932 Edited by E O G Shakk 
and D B Copland, C M G (Sydney Angus and Robert- 
son Pp 253 5s ) 

It was a happy thought of Professors Shann and Copland to 
select and publish speeches, statements, reports, and other 
documents illustrating the movement of opmion and events in 
Austraha This collection, like the two previous ones, is well 
chosen It covers the year November 1931 to November 1932 
and deals mainly with budgets, monetary policy, and trade policy 

The year under review is described in the Introduction as one 
of consolidation and perhaps of a little uphill recovery Definite 
progress has been made towards balanced budgets , this goal must 
remam the central principle ” of pohcy Probably even 
advocates of inflation would agree, for the success of an 
unbalanced-budget policy must depend largely on the mental 
reaction it creates and this in turn upon the record of the country 
concerned Durmg the slump the public floating debt has been 
greatly increased and the volume of bank credit thereby mam- 
tamed , the editors think the time is not opportune for any sharp 
restriction of Treasury Bills Their reminder that Austraha has 
been helped by a run of good seasons is very necessary , it could 
well be urged that adjustment should go further before the future 
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can be faced with confidence. There seems to be a lack of 
enthusiasm m Australia for the Ottawa agreements 

Frederic Benham 


Co-operahon and Charles Oide Edited by Karl Walter 
(London, P S King, 1933 Pp 178 85 U) 

This is a symposium to Charles Gide, the Grand Old Man of 
French Co-operation, who died on March 16, 1932 Very appro- 
priately it consists of two parts (1) A series of appreciations by 
his colleagues, by the editor Karl Walter, the present secretary 
of the Horace Plunkett Foundation, and by Charles Rist, WiUiam 
Ouahd, Bernard Lavergne, A Daude-Bancel and Louis Tardy, 
and (2) the papers of the Pans meetmg of the International 
Institute for the Study of Co-operation — an association orgamsed 
by Gide at the end of his hfe 

From 1921 to 1930 Gide held at the College de France a chair 
of co-operation which was estabhshed in his honour by the co- 
operators of France Each year he gave a different course, and 
pubhshed the results in a series of small books, among which 
may be mentioned in particular Co-operation Abroad {England 
and Mussia)^ Co-operation in the Latin Countries^ and The French 
Co-operatives during the War These are of high value for the 
study of the co-operative movement since 1914 

Gide was an ideahst, with a catholic and social mind, yet at the 
same time he was a profound thinker He did for France, and 
very much at the same time, what Marshall did for England 
He rescued economics from the doctrinaire aridities of individual- 
ism Co-operator because he was Protestant and ideahst , 
social encyclopsedist because his heart and mind weie always 
awake ’’ (p 62) — so he is summed up by Prof Lavergne, on whom 
Gide’s mantle has fallen It is, however, a flaw in Prof Lavergne’ s 
estimate that he omits all reference to Marshall’s masterly presi- 
dential address to the Congress of the Co-operative Umon at 
Ipswich in 1889 We are invited to believe as a matter of 
doctrinal history that Mrs, Sidney Webb m her book of 1891, 
The Co-operative Movement in Great Britain, and Gid© in his 
various lectures of that period were the first to formulate the 
doctrme of consumers’ co-operation Mrs Webb was certainly 
the first to com© out strongly agamst workers’ co-operative 
production, and she did that side of the co-operative movement 
(many of us thmk) less than 3 ustice But between Robert Owen 
and either Mrs Webb or Charles Gide there were important writers 
hk© Dr WiUiam Ehng of Brighton, G J. Holyoake, Vansittart 
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Neale and Marshall himself, who appreciated and evaluated the 
purpose and achievement of the co-operative stores and their 
federal wholesales It is quite true that these men considered 
producers’ co-operation to be an mtegral part of the co-operative 
movement, but can you claim to be the author of the doctrine 
of consumers’ co-operation merely because you are the first to 
assert that consumers’ co-operation is the only sort, or of necessity 
the superior sort, of co-operation'^ The old feud between pro- 
ducers’ and consumers’ co-operation has lamed co-operation in its 
fight against competitive capitalism Gide was cathohc This 
was the finest side of his work He wanted co-operation to 
succeed in every land in the way that was most congenial to it , 
and this desire was sometimes at variance with his philosophic 
preference for the co-operation of consumers He, therefore, 
gave his loyal support to the International Co-operative Alliance 
He hated national war, as he hated economic war 

Gide was social One might almost say that he was a social 
economist rather than a political economist His Principles 
have been translated into Enghsh and read by thousands, as well 
as by tens of thousands on the Continent He is mentally less 
exacting than our own classics, but his mam attraction was 
that he tried to weave his co-operation into his economics and to 
present his readers with a co-operative economics. Professor 
Lavergne is following in his footsteps here by enlarging the 
conception of consumers’ co-operation to include co-operatively 
owned public utilities (in the French, regies co-operatives) For 
this is the difiS.culty of a co-operative economics Co-operation 

covers only a small part of the economic scene Co-operators 
may hope to transform ultimately the whole of economic society , 
but at any given time our economics, if it is to be useful, must 
interpret our economy as it is I have ]ust returned from a visit 
to the co-operatives of Pans They are important, but it would 
be absurd to pretend that they constitute the mam element m the 
economic life of Pans , and I sometimes wonder if those who claim 
that co-operation can do everything are really advancing its cause 
Meanwhile, this book is to be highly commended The 
papers with which it closes discuss problems of profound sigmfi- 
cance to the agricultural and industrial economy of Europe and 
the Tropics All of them are good, and two stand out , Re- 
lations between Agricultural and Consumers’ Co-operative 
Societies,” by Dr Karl Ihrig of Budapest, and Co-operative 
Methods in Tropical Countries,” by C F Strickland, ICS 

C R Fay 



138 


THE ECOHOMIO JOITRKAL 


[march 


The Philosophy of Henry George By George Raymond Geiger, 
PhD (New York Macmillan Company, 1933 Pp xiii -f 
581 I5s ) 

Proeessor Geiger has given us an interesting and readable 
account of the work of Henry George, together with a critical 
appreciation of his position in the world of thought The public 
and even the students of economics are apt to think of Henry 
George — ^when they happen to remember him — only as the 
origmator of an unpractical and discredited theory of taxation 
Professor Geiger is concerned to show him as a philosopher, a man 
indeed of a single idea, but an idea which broadened until it 
became a comprehensive social philosophy Poverty, though 
apparently an economic phenomenon, is an ethical and philo- 
sophical problem, and it was, m George’s view, the failure to appre- 
ciate this connection, and the consequent divorce of economic 
questions from ethical considerations, that were responsible for 
the very small measure of progress hitherto made by mankind 
The reconcihation between economics and ethics gives George 
no trouble on the contrary, his simple economic solution provides 
a ready starting-point for his philosophical theories For man, he 
holds, freed from the degrading effects of insecurity and want, will 
naturally develop and promote a perfect state of society In this 
respect George seems to differ from other idealists only in the sim- 
phcity of his remedies and the directness of his short cut to 
perfection 

Whether this is the conclusion which Professor Geiger would 
wish his readers to draw is not qmte clear The volume, which 
IS lengthy though never tedious, traces the growth of George’s 
economic thought, and shows how neatly his system of land values 
fits into the theories of the classical economists, whom, as it hap- 
pens, he had not read until after the formation of his own doctrines 
A chapter on George and Socialism ” shows how the orthodox 
sociahst necessarily regarded George’s solution as partial and 
inadequate, while in the latter’s view, socialism missed the true 
inwardness of the problem it attacked, and proved itself destitute 
of any central or guiding principle George is credited with the 
spectacular conversion to his views of Tolstoi and Mr Bernard 
Shaw, he is proved to have exercised considerable influence on 
the thought of Mx Sidney Webb, Mr Tom Mann and other British 
reformers In America, on the other hand, there is a disappomtmg 
lack of connection between his teaching and actual social reform 
Professor Geiger has succeeded admirably in his presentation 
of Henry George as man, economist and philosopher The 
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passages quoted from Progress and Poverty and from later works 
are effectively selected and weU adajDted to illustrate the vigour, 
eloquence and sincerity of George’s exposition and the remarkable 
and enduring charm of his prose The reader will easily accept 
the connection so clearly estabhshed between economic and 
ethical problems no thoughtful student to-day would question 
either the degrading effects of poverty or the injustice of private 
appropriation of the unearned increment of land values But 
there is missing from the volume any attempt at critical estimation 
of George’s umversal economic panacea The land does not bulk 
so large in the thought of to-day, and Henry George’s attack on 
this special department of privilege, unless it is to be regarded 
as a matter of merely historical interest, might well have been 
more adequately discussed Professor Geiger does no more than 
quote very briefly and with little comment the criticism of a few 
latter-day economists, but perhaps he will give us another volume 
on this aspect of the question 

H Reynard 

The Industrial Crisis Its Causes and its Lessons By Lieut - 
CoL K E Edgeworth (George Allen and Unwin 1933 
Pp 208 5s net ) 

Readers of the Economic Journal will be glad to welcome 
this httle book by a cousin of their late Editor Lieut -Col 
Edgeworth gives an outhne of economic theory and its apphcation 
to the conditions of the present depression, partly for the in- 
formation of the non-techmcal reader and partly in the hope 
of assisting to create an intelligent pubhc opimon on these matters 
He seems to have taken pains in his own study of the subject 
his treatment is not that of an amateur, and he has wrestled 
with the Treatise on Money, accepting its conclusions on the 
whole — ^further evidence of the influence which this work is 
exerting 

Most of the book is an account of tendencies towards dis- 
equihbrium and the mechanism by which they are or are not 
corrected the author considers that fluctuations in the volume 
of foreign loans and in the active circulation are the most im- 
portant Towards the end he makes a number of suggestions of 
some interest — for example, that the economic system should be 
'' stiffened ” (in the engineering sense) against all oscillatory 
movements, while forcing adjustments to permanent changes in 
the situation The difficulty which seems to be facing the world 
at present is that the second kind of movements are impeded, 
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wMe nothing is done to prevent the first : it is exceedingly hard 
to decide which is which in time for the decision to be useful 
He also suggests that much more control should be exercised 
over foreign investments, and in particular that long-term loans 
should only be made to countries which make goods that the 
lending country is prepared to use Most economists would 
agree with him that foreign lenders have been very rash and 
undiscrimmatmg, though they will not be so optimistic about 
the future Thus on p 187 he says, Bankers and economists 
should have warned the pohtician of the danger ’’ (in the foreign 
lending situation before the slump) Bankers and economists 
will not agree, nor pohticians pay much attention to them if 
they do 

The author’s suggestions for the restoration of the volume 
of investment in order to increase the active circulation are 
too cautious if the budget is to remain balanced and all pubhc 
expenditure must supply real needs ” (p 195), we might as well 
wait until a depression ends from its own expansiomst forces 
Mr Keynes has put the case much better than this 

The book, though interesting, is written in a somewhat dis- 
jointed manner, which will make it difiScult for the lay reader 
to appreciate, while it is mostly on ground already faimliar to 
the professional econonust 

R L Hall 

Trimty College, 

Oxford. 

Prodtcct Money By Sm Leo Chiozza Money (Methuen Pp 
172. 5s ) 

If we may describe as having a monetary crotchet a person 
who, being unable to pierce the monetary veil and see what is 
happening in terms of real goods and services,” blames the present 
currency system for all sorts of non-monetary troubles, then Sir 
Leo Chiozza Money has in this book abundantly vindicated his 
claim to be regarded as such a person He is satisfied that our 
present distresses are due not to the World War or tariffs or 
capitahsm, but to the absurdity of our monetary mechamsm 
What is wrong is that the purchasing power which we use for 
bu 3 ?ing consumption goods and services takes the form of a gener- 
ally circulating medium, and that the possession or acquisition of 
it in no way pre-supposes any productive activity And he 
advocates the substitution of a system of notes or certificates to 
be issued against productive work, and to be destroyed as soon as 
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they are exchanged against consumption goods The following 
are the chief benefits which he expects from such a reform . 

1 The search for profits wfil be ehminated , nobody will have 

money who does not do useful work 

2 Poverty will be eliroinated, all who do useful work will 

have money to spend 

3 Over-production will be ehminated , no more cofiee wiU be 

destroyed nor sardines thrown back into the sea 

4 The wastes of advertismg and inefficient distribution will be 

ehminated 

5 Unemployment will be ehminated 

6 The Trade cycle will be ehminated 

7 The burden of taxation will be enormously hghtened 

8 International trade will be put on a rational footmg 

There is no need to examine here the analysis whereby the 
case for product money ’’ is established — ^partly because it is 
in itself so extremely sketchy , partly because the hosts of previous 
proposals of this type have so often been faithfully dealt with by 
economists , but most of all because Sir Leo himself is perfectly 
aware that a mere monetary reform will brmg about few if any of 
the above list of desirable results In this respect he is less logical 
than the majority of his fellow-heretics For they as a rule 
really believe that monetary wrongs can be righted by monetary 
remedies He, on the contrary, presents us with a formidable list 
of supplementary proposals, mvolving in efiect the complete 
reorgamsation of our economic hfe Industry is to be run by 
Gmlds, there is to be National Plamnng — “ a matter of easy 
accompbshment for so small an area as Great Britain ’’ (p 107) — 
international trade is to be centrally controlled, and so on 

And indeed some of these proposals may be excellent and 
might lead, if successfully carried through, to a better standard 
of hfe for our poorer classes But m that case one further reform 
would be necessary — ^to drop the absurd and exploded system of 
labour notes or product money as the basis of the national 
currency 

L M Fbaseb 

The Queen's College, 

Oxford 

Gold By various authors (The “ Times ’’ Pubhshmg Com- 
pany, Ltd Pp 238 65 ) 

This useful survey of the gold question mcludes the technical 
problems and geographical distribution of mmmg , comage , the 
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bullion market, the Bank and the Mint, as well as ai tides on 
the economics of gold currency Among the lattei are brief 
reviews of the Gold Standard by Professor Gregory and Mr 
Hartley Withers, the problem of monetary gold stocks by Sir 
H Strakosch, paper systems, by Prof Robbms, and theie is 
appended, as a valuable addition to the volume, the revised 
Trade Cycle Chart of Mr Joseph Kitchin 

Old and Scarce Tracts on Money With a Preface by J R 
McCulloch: Photographed from the oiigmal Volume 

prmted for the Pohtical Economy Club, 1856 (London 
P S King Pp 637 I5s) 

This volume was first prmted by the London Political Economy 
Club for distribution among its members It is now made more 
generally available The fourteen Tracts included are A 
Discourse of Com and Coinage, by Rice Vaughan (1675) , Speech 
of Sir Robert Cotton before the Privy Council, 1626, against the 
proposed degradation of the coinage, Advice of H M Council of 
Trade concerning the Exportation of Gold and Silver in Foreign 
Coins and Bullion (1660), Sii W Petty^s Quantulumcumgue 
(1682) , A Report containing an Essay for the Amendment of the 
Silver Coins (1695) , Note on the Re-coinage of 1696-99 , Representa- 
tions by Sir Isaac Newton on the Subject of Money, 1712-17, 
Tables, illustrative of the Changes in the Standard and Weight of 
English Money, from the Conquest down to 1717 , Note on Scotch 
Money, showing its Successive Changes, from 1107 to 1707, Ob- 
servations on Coin in general, with Proposals for regulating the 
value of Coin in Ireland, by T Prior (1729), described by McCulloch 
as the most valuable work on the coins of Ireland which had 
at that time (1856) appeared, An Essay on Money and Coins, 
by Joseph Harris (1757-8), including the Theories of Commerce, 
Money, and Exchanges, Reflections on Coin in general (1762), 
Inquiry into the value of the Ancient Greek and Roman Money, 
by Matthew Raper (1771), and Tables of Gieek ami Roman 
Money As the original issue was only 125 copies, this finely 
reprmted volume should be welcome to students and hbraries. 

Outline of Political Economy By T Lapidxjs and K Ostro- 
vityanov (Martin Lawrence, Ltd Pp 546 ) 

This is the text-book of Soviet economics But while it 
IS admittedly written to deal particularly with the economics of 
the Soviet Umon, it also claims to be a text-book of Pohtical 
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Economy It is a popular exposition of Marxian argument, 
and IS arranged so that private students and tutors may test 
themselves and their pupils by using the materials for study 
and test exercises, which are appended to each chapter The 
book IS of interest for a positive understanding of the mentahty 
that IS being created in Russia, and much of it also for its own 
sake It hardly lends itself to review , and its own missionary 
purpose is to be seen in the Prefatory Note, which says that 
'' the study of political economy by Enghsh-speakmg students 
has hitherto been rendered difficult by the paucity of books in 
Enghsh deahng with Marxian economics ’’ 

D H M 



NOTES AND MEMORANDA 
The Uhempeoymekt Bile 

The dominant feature of the National Government’s Unem- 
ployment BiU IS the proposal in Part II to establish a new 
centrahsed service under an mdependent board to mimster to 
the needs of unemployed persons and their famihes Insurance 
IS to be left where it is, but the Unemployment Assistance Board 
IS to relieve the Mimstry of Labour of the milbon workless persons 
now drawing Transitional Payments, and to take over a great 
part of the bmden of able-bodied poverty which has hitherto 
always been a local government responsibihty In this arrange- 
ment, which IS contrary to the recommendation made by the 
Royal Commission in November 1932, the Government and 
H M Treasury are understood to discern many advantages, 
including a better observance of the financial proprieties That 
the scheme in the Bill may ofier the easiest way of escape, or at 
any rate of temporary escape from certam embariassmg problems 
of central and local finance may be true enough, but assuredly the 
contrivance of a three-tier scheme of relief for Unemployment, 
under three separate authorities, does not look so good as a 
measure of permanent reconstruction 

Contributory Insmance, giving flat rates of benefits to genuinely 
unemployed contributors for limited periods, is still to be the 
first tier, and is to be managed by the Mimstry of Labour As 
the third tier, the local services of Pubhc Assistance, Pubhc 
Health and Education (medical attention and school meals) 
are to contmue to deal with the varied needs of the poor as a 
whole, including the residual needs of famihes receiving payments 
under the State schemes In between national insurance and these 
local services, the BiU interpolates the Unemployment Assistance 
Board to deal with one special type of poverty — ^ e the poverty 
of fa m i l ies, one of whose supportmg members is unemployed, 
and satisfies certam elementary conditions 

Accordmg to the statements of Mhnisters and the text of the 
Bill, the Board is to care both for the industrial needs of its 
chents and for their social needs Its allowances are to be subject 
to no hunt of time or amount It may supplement benefit or 
wages, and is to be kinder than the Poor Law It can, however, 
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do nothing for sickness, for mothers oi for children, and it can 
only give subsistence for just so long as one of the bread-winners 
IS unemployed and eligible for allowances That means that 
thousands of families will oscillate between the Board and local 
services, each with its different means test, and that some will 
have to be helped by both, simultaneously The obvious assump- 
tion underlying Part II of the Bill is that the needs of the 
unemployed ” families and ordinary social poverty are in two 
separate categories, and can be distinguished in practical ad- 
mmistration If, however, such a basic assumption proves to be 
a complete fallacy, then, on this issue alone, the Bill is certain 
to cause much confusion, and some damage to the local social 
services as a whole Further legislation will soon be required, 
and there are those who already see in the Bill the beginmng 
of the break-up of local government and the centralisation, not 
only of the remainder of pubhc assistance, but also of the pubhc 
health, and perhaps even the education services What, however, 
IS certam, is that in thousands of poverty cases there wiU be no 
clear hne between the proper functions of these local services and 
the functions of the new Board Expense to the rates will mean 
a saving to the Board, unless the Bill is amended to provide for 
wholesale re-imbursement by the latter for all services rendered 
to famihes one of whose members is a chent of the Board 

This new intermediate service for the unemployed and their 
famihes is also calculated to prove a most uneasy partner for the 
Unemployment Insurance Scheme The allowances of the 
Unemployment Assistance Board are to cover total monetary 
needs, including rent They are to be freely granted above benefit 
rates, wherever the Board so decides, among the two or three 
milhon cases that will come to them in the course of a year 
This means that the fully covered contributor will often find 
himself drawing less than the non- contributor at the same 
Employment Exchange, and, since the involuntariness of the 
unemployment is not a condition for the allowances, the man who 
has been refused insurance benefit because he abandoned his 
work without just cause, may then proceed to draw a larger sum 
from the Board 

It may be too soon to say that no contributory scheme can 
endure agamst this kind of competition, but the estabhshment 
of two centrahsed services to do the same job for the same class 
of workers at any rate makes a present of a new argument to 
those who repudiate contributory benefits and demand some kind 
of umform State payment for all types of unemployed persons 
No, 172 — voii. XLiv ^ 
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From this angle, as well as to avert some of the administrative 
difficulties referred to above, would not the Government have 
been wiser to raise benefits a httle and then ensure that the 
allowances under Part II of this scheme should never exceed 
benefit rates No one would have blamed them if they had left 
the rehef of any residual margin of poverty to the local authorities 
as at present. 

Ronald C Davison 


A Note on the Period of Production 

The December issue of the Economic Journal contains two 
extremely interesting contributions, by Mr C H P Gifford and 
Mr Martin Hill, to the problem of measuring the “ length of 
the period of production ” As has been pointed out by both 
authors, this notion is not without sigmficance for the under- 
standing of recent discussions on business cycles A few further 
remarks may be permitted ^ 

The definition of the length of the period given by Mr Gifford 
seems to be all the more valuable as it proves, if duly modified, to 
be identical with another interesting economic magmtude, viz the 
ratio of the total value of existing commodities stocks ”) to the 
value of the current income (or consumption) ‘"flow” Shghtly 
modifying Mr Gifford’s notation let V{x) be the number of umts 
of services added per unit of time at time t — cc on commodities 
consumed at time t, and L{x) be the cost of the joint product of 
these services and of all those added in the preceding stages of 
production Then L{0), which corresponds to L m Mr Gifford’s 
notation, is the total cost of the fimshed products consumed per 
time umt , it is identical, m a stationary society, with the total 
income Obviously 


T 

V 

o 

(1) 

L{x^ = — f Vdx > 0 

(2) 



L{0) = — r Vdx > 0, 

Jo 


i,(oo)=0. 

- (3) 


Mr Gifford defines {mutaUa mutaridis) the length of production R 

1 I owe mucli to Dr London (Oxford) 



1934] 


A NOTE ON THE PERIOD OF PRODUCTION 


147 


as the average of the consumption-distances x weighted according 
to the respective amounts of services applied 


B = 




xVdx 


L(0) 


( 4)1 


It IS easy to show that the numerator of the last fraction is equal 
to the total value of existing commodities, if a stationary society 
IS assumed In fact, commodities which are being produced at 
a consumption-distance x and are moving to the consumption- 
distance X — dx form stocks whose value (== value of product per 
time unit multiphed by the stock duration) is L(x)dx, the total 
value K of all stocks is therefore 

K = rL{x)dx (5) 

•'n 


Ux 



Curve ABC ~ “ function of manufactuie ” D == L{x) 

Length BB = product flow at consumption distance OB 

,, AO — ,, „ „ zero ( = total con- 

sumption) 

Area BBB'B' = stocks between the consumption distances OB and OB^ 

,, AO GA == stocks between the consumption-distances O and oo(= total 
stocks) 

The slope of B'B = labour added per time unit at cons -distance OB 
Length PQ — B'D = labour added at the interval between OB and OB' 


^ Professor Pigou’s definition of the period of pioduction as “ the tun© interval 
between the centre of gravity of labour employed and the sale of the finished 
product ” IS probably adequately expressed by the formula of Mr Gifford, which 
has indeed a certain analogy with the formula for on© co-ordinate of the centre 
of gravity (Cf Theoty of Unemployment, p 57 ) 

L 2 
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Since K, tli© total value of stocks, must be finite, tbe area limited 
by L{x) and tbe positive parts of tbe co-ordinate axes (see diagram) 
does not change if tbe axes are interchanged 

X = J L{x)dx = j^^^^xdL(x) = — J xdL{x) ^ 

a: = 0 i = L{k> ) jc = 0 

It follows then, by (4), (1) and (5) that 


R = 



K 

L(oy 


so that tbe average delay ” of Mr Gifiord is identical with the 
ratio of stocks to income, so long as stationar 3 ^ conditions are 
assumed ^ 

Our defimtion differs, however, from Mr Gifford’s in so t ar as 
our L{x) contams labour as well as capital services , Mr Gifford 
considers labour only Let L{x) consist of l{x) labour and m{x) 

/ CO r 00 

^l{x)dx and = J ^m(z)dx Then 


Mr 


Gifford’s length of production is i?i 


_ 

“7(0)’ 


Gill length of 


production is Eq 


x(o) + fj.(o) 
1 ( 0 ) 


equation 


= 77 ^ - ^ and the capital pei head is 
l(o) 4- m(o) 

Let the interest rate be I By solving the 
m(x) = l^x) + l/ii(x) 


in respect to m we find 

m[x) ~ IP — j ^Ie^^l{x)dx“\er^^, 


^ More strictly, the economic fact of H’s bemg finite means that the function 
L{x) must have, in addition to the properties (1) and (3), the property 

where a(> 0) may be made as small as we please, therefoio 

^^JxLixi] = 0 , 

and by (3), 

= 0 , 

K = f‘^Z(x)dx = ra;i('c)T — f^"^^xdL(x) = — H xdL(x} 

LlziO-) ar i 0 

® In terms of our diagram, the same area ABO xO is obtained whether we 
sum up the infinitesimal areas of the type PQBB' (t e the “ values added ” 
multiplied by the corresponding consumption distances) or the infimtesimal 
areas of the type E'EBB' {% e the stocks) 
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C being a constant We may, thus, express and in 

terms of a common argument l{x) ^ e in terms of the time-distri- 
bution of labour only We may also transform in B^ or B^, 
etc 


Modifying Mr Gifford’s defimtion in our way we may easily 
apply it to both cases given by Mr Martin Hill, m the same issue 
of the Economic Journal, and considered by him as examples of 
two different methods of reckoning ” Mr Hill’s statement that, 
although in a stationary society, the periods yielded by the two 
methods of reckoning may not be of identical length, their be- 
haviour will correspond ” (p 603), requires further elucidation 
I think that m a stationary society both methods 3 ueld exactly 
identical results In the first example (p 600), drawn from 
Bohm-Bawerk, if the production of a commodity requires in all 
100 days of labour, of which one day was spent 10 years before the 
completion of the commodity, another 9 years before, others 
respectively 8, 7, 6, 5, 4, 3, 2, and 1 years before, while the re- 
maimng 90 days were expended immediately before the completion, 


its average production period is 


10 + 9+ 4-i-f.o 

100 


0 55 year ” 

This reckomng corresponds exactly to our defimtion if we 
substitute, as we ought to, say, ‘‘ commodity consumed per 
month,” and '' labour-days apphedper month ” for '' commodity ” 
and labour-days ” The same result, viz 0 55 year will be 
yielded if we calculate the ratio of stocks to consumption 
measurmg m labour-days labour and capital services^ alike the 
denominator is the same as before (100 labour-days per month) , 
and so is the numerator, since the value of stocks m each stage is 
the product per month multiphed by the stock duration, and the 
sum of the values of all stocks is therefore (begmmng with the 

, , , V / , labour day ^ \ labour days 

remo es s age) month X 1 year j + ^2 X 

, . , , labour days ^ . 

1 year) + +10 - X 1 year j = 


56 law days X year ^ 

month 100 

In Mr Hill’s second case, the simple case of a tool required 
at a final stage of production (e g the awl of a cobbler), produced 
m a day and expected to make a uniform productiye contribution 
for 5 years, the average period of production in respect of the 
original factors which produced the tool would be years ” (p 
602) The difference between this case and the preceding one 
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seems to be this we have m case 2 a large period of wearmg-out 
(5 years) and a neghgible period of investment (1 day), whereas 
case 1 only took account of investment and altogethei neglected 
the wearmg-out This difference is, however, only an apparent 
one It disappears if we adequately represent stocks of durable 
goods and services spent on their replacement Imagine — in 
accordance with case 2 — a society drawing its whole amount of 
satisfaction out of the use of durable consumption goods (houses) 
Considering the houses as stocks of future satisfaction and assum- 
mg the duration of a house is 100 years, we shall represent the 
new houses by narrow horizontal strips (see diagram) with a 
height equal to the annual wear-and-tear OM and a breadth equal 
to 100 years, the strip representmg the l-year-old houses has 
then a height OM' — OM and a breadth 99 years, etc The curve 
limiting the total area corresponds then, in a stationaiy society, 
to our function L{x ) , its ordinate at any consumption-distance 
X IS the value of those already existing particles of satisfaction 
which will be consumed, per unit of time, aftei ^ units of time 

have elapsed The absolute value of the first deiivative ^ = 

V{x) IS the amount of services spent per unit of time in replacing 
the worn-out particles by new ones which will be consumed after 
a given elapse of time x We may apply to this case the same 
defimtion of the length of production as befoie either a weighted 
average of the amounts of factors spent on different stages, or a 
ratio of total stocks to total consumption The results will be 
identical In the instance chosen by Mr Hill there is a umform 
productive contribution ’’ of the durable goods in question , 
in other words, the rate of wearmg-out is constant , or, m other 
words again, all ages ” of durable goods are at any given moment 
equally represented in the consumption , 1 per cent of all families 
hve in new houses, 1 per cent hve in 1-yeai-old houses, etc 
L{x) is then a straight line , or, if the property i^(c3o) == O is to be 
maintained (as it should be if the whole production of society is 
considered), the condition of ‘‘ uniform contributions '' must be 
replaced by “ nearly uniform contributions ” (neglecting the 
remotest stages of production), L{x) is then approximately a 
straight line, and the area hmited by it and by the axes is (approxi- 
mately) the triangle known by Jevons The average length of 
production, % e the ratio of the area to the height, is then (approxi- 
mately) J length of duration In the general case, however, the 
wearmg-out, and consequently the replacement work, do not go 
on at umform rates For example, if the time-shape of the 
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wearing-out process is expressed by the figures of case 1, then the 
replacement work is distributed through time in the same way 
as the investment work in case 1, and the resulting average length 
of production is the same, viz 0 55 year In a sense, all work 
done in a stationary society is replacement work 

Obviously the average length of production 

rO 

I L{x)dx 
j 00 

L{0) 

IS only one and a very insufficient characteristic of the function 
L(x) More complete mformation about the stook-distribution 
and distribution of services over the maturity-stages is given by the 
function L(x) itself (as shown by our diagram), or by its first 
derivative V(x) (as shown by Mr Gifford’s diagram, p 613) 
Even this information is, of course, very hmited It postulates 
a homogeneous “ congeries ” of goods (D H Robertson), neglect- 
ing aU differences in the durabihty of individual goods and con- 
sequently Ignoring the influence of quasi-rents upon prices of 
“ stocks ” The capitahsed quasi-rents may considerably alter 
the properties of the curve L{x) A further deformation of the 
function L(x) may be due — as pointed out by Mr Hill — to the 
wrong expectancies of the entrepreneurs, which lead to a dis- 
crepancy between consumption and replacement , the con- 
sequent congestion of commodity stocks (durable and non- 
durable) in certain stages may even destroy the monotomc 
decreasing character of L{x) as expressed by (1) Finally, there 
IS a distinction (of degree) between specific and non-specific goods, 
a further source of differences in the speed of adaptation Thus 
the stationary scheme cannot cover dynamic facts, but the 
deviations of the facts from the scheme may be in themselves a 
symptom and a measure of certain dynamic phenomena even 
though not their explanation ^ 

J Mabsohah 

All Souls College, Oxford 

1 The writer has tried elsewhere to show the importance of the “ function of 
manufacture ” L{x) and its predictable (seasonal, etc ) and unpredictable fluctu- 
ations through time for the deteimmation of the money volume of a nation 
(“ Economic Parameters in a Stationary Society with Monetary Circulation,” 
Eeonometrica, January 1934) For purposes of monetary analysis, the fluctations 
of non durable stocks alone are statistically measurable , with durable goods, the 
fluctuations of the amortisation rates are likely to be surpassed by fluctuations of 
the capitahsed quasi rents owing to changes of the market interest rate and of the 
risk premium This makes a statistical evaluation of that part of the money 
volume which is needed to provide for fluctuations of wear and-tear, impracticable 



152 


THE ECONOMIC JOURNAL 


[march 


Problems of a Socialist Economy 

Most of tlie points of difference between Mr Dobb (Economic 
Journal, Dec 1933, p 588) and myself (Economic Journal, 
June 1933, p 237) involve issues too fundamental to be discussed 
adequately in a short note Put there is one point that can be 
easily disposed of Mr Dobb asserts (p 592) that it is impossible 
to reconcile the equilibrium of demand and cost in the market 
with equality of individual income, smce the latter necessarily 
makes it impossible for cost to reflect the varying scarcities of 
diflerent kinds of services If equality of reward prevail, 
market valuations would %pso facto lose their alleged significance, 
since money costs would have no meamng If carpenters are 
scarcer or more costly to tram than scavengers, the market will 
place a higher value upon their services, and carpenters will 
derive a higher income and have greater ‘ voting -power ’ as con- 
sumers Precisely because consumers are also producers, 

both ^ costs ’ and ‘ needs ’ are precluded from simultaneous 
expression in the same system of market valuations ” Mr Dobb 
here asserts a necessary connection between things which are 
necessarily connected only under capitahsm Under sociahsm 
it does not in the least follow that a high valuation of carpenters’ 
services involves high incomes for carpenters In my article of 
June 1933, I dealt expressly with this point (p 247) “ In a 

socialist system there is no essential connection between the 
value of labour and the payment of a sum of money to a labourer 
For purposes of accurate costing it is necessary to know the 
value imputed to human effort from the ultimate consumption 
goods in which it is embodied, but this might be used for 
accountmg purposes only, each worker being rated at a certain 
figure for purposes of time-sheets and transfers from one job to 
another, while all earmngs were pooled and divided up on some 
arbitrary principle — say equal incomes for everybody, or a 
system of payments accordmg to need ” It is true that I go on 
to suggest that for several reasons (e g free choice of occupation) 
it might be simpler to pay each worker accordmg to the value of 
his work (I then argue that this need not involve serious in- 
equahty), but I claim that I have stated clearly enough the 
'pr%nc%plc that, in a sociahst commumty, labour-cost and income 
can be separated, and that, therefore, both costs ” and needs ” 
can be given simultaneous expression. 


H. D Dicehnson 
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Fubtheb Notes on Japan 

Govebnment bond issues are proceeding according to plan, 
but so far there has been no fall m the internal value of the yen 
and its external value has, since last April, depreciated only 
shghtly m terms of sterhng Such a state of affairs obviously 
cannot last indefinitely and although it is not yet possible to 
see how soon a change will develop, the next year is hkely to 
prove more difficult than the last 

While the average note-issue outstandmg at the end of each 
month of 1933 was only about 7 per cent higher than in 1932, 
the final figures for December were 15 J per cent above those of 
the previous year Further, while Total Bank Deposits ^ in 
November were only 8 per cent higher than twelve months 
before, Cash Deposits had risen 12 per cent and Total Bank 
Olearmgs 40 per cent Money in circulation, therefore, has 
recently been increasing rapidly, though so far it has only ^ust 
been sufficient to finance the growing activities of some more 
prosperous trades, and it is, perhaps, sigmficant that the Tokyo 
Bank Clearmgs for December have fallen, in spite of the usual 
seasonal influences 

Advances and Discounts ^ have not risen and the banks have 
contmued to increase their investments in Government bonds, 
the quotations for which have reached higher records The 
price of the latest 400 mn yen, 4 per cent issue, with a maturity 
of about 24 years, was 98 50 . 300 mn were taken by the Bank 
of Japan and the remainder by the Deposits Bureau (the Depart- 
ment responsible for the investment of Postal Savings) Nearly 
a quarter of the proceeds will be used to meet the Government’s 
interest payments Another 300 mn wiU probably be issued 
before the end of March In spite of all these issues, interest 
rates have fallen further since the beginning of last year and the 
Bank of Japan’s discount rate is now 3 65 per cent Industry 
has not, therefore, competed strongly with the Government in 
its demand for funds 

The comparatively stationary demand of industry for funds 
IS understandable when it is reahsed that, for the time being, 
opulence has depended on defence expenditure and the export 

^ Most of the figures in these notes are based on the Bank of J apan’s statistics 
and are worked out in the same way as m my previous article (Ecoisroijoo J otjb^staIi, 
June 1933) 

® Call XiOans, however, which are used almost solely by the "Yokohama Specie 
Bank, the leading foreign exchange concern, rose remarkably in October and 
November 
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trade The industries concerned with military and naval supplies 
are, of course, advancing with the bond expendituie, and until 
the middle of the year the staple export industries had an in- 
creasmg demand for their products The less important export 
industries, manufacturing rayon, hardware, pottery and glass, 
toys, woollen textiles and various kinds of clothing, have managed, 
during the year, to take advantage of the exchange position and 
in some sections have doubled or even trebled the yen value of 
their sales Also, all exporters have been helped by the fact 
that yen rates of wages have steadily fallen since 1931 and are 
now only about 85 per cent of their 1929 level Nevertheless, 
against these advantages must be set the following 

(1) Increasing competition among Japanese exporters (notably 
of rayon) is leadmg to a fall in prices and, where possible, pro- 
duction-restriction agreements, while the effects of the depreciated 
exchange upon the prices of imported raw mateiials are now 
being fully felt For example, in November the average yen 
price of raw cotton was more than double that of August 1931, 
whereas cotton shirtings were less than 50 per cent above the 
earlier level 

(2) The collapse of the United States demand for raw silk 
has reduced its yen price to the level reached immediately before 
the depreciation of the yen, and at least twenty -five foreign 
markets have recently raised tariffs or other obstacles to the 
flow of many kinds of Japanese goods Even trade agreement 
with India will mean restrictions in one of the largest markets 
Unless Japan now holds very large balances abroad or, which 
seems unhkely, borrows overseas, the fluctuations in the net 
imports of goods and the net receipts from shipping, tourists 
and emigrants may soon exert complete control over the exchange 
rate Already the Finance Minister is talking of the possible 
need for a restriction on the import of raw cotton and wool with 
the double purpose of maintaining the exchange and enlarging 
the domestic demand for raw silk 

(3) The purchasing power of the farmers — about half the 
population — ^is being very badly hit by the slump in silk Rice, 
as a result of the Government’s storage of excess supplies, is now 
16 per cent dearer (wholesale) than during last half of 1931, 
but IS said not to be paying its production costs There have 
therefore, been strong demands for the continuation of the previous 
Budget’s provision for rural rehef, which have, so far, been 
largely refused It is true that, jointly with the fall in wage 
rates, the index of factory employment has steadily increased, 
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but this has not been sufficient to bring about a marked advance 
m the total demand of private domestic consumers 

The general short-run situation, therefore, shows a violent 
mixture of deflationary and inflationary tendencies and it is 
difficult to say how far the issue of a further 1,300 mn yen of 
bonds before March 1935, will lead to currency expansion ^ 
Strong signs of inflation have been evident during the past few 
months, but it is quite possible that the note-issue may contract 
as it did early last year In foreign trade the problem is to keep 
the exchange steady, with imports high in price, export prices 
falhng, tariff barriers abroad rising and the leading market, 
USA, showing few signs of recovery The development of 
new kinds of exports would only partially help and would in 
any case take time 

The questions asked at the end of my previous articles were 
chiefly of importance from the long-run point of view The 
answer to the first is that the bond issues show few signs of slowing 
down The other questions concerning the economic con- 
sequences of the positive ” policy cannot yet be answered, 
though it IS relevant to note two contrasting points First, the 
figures of trade with the Eastern Asiatic mainland for the first 
ten months of 1933 (which do not, however, include shipments 
of military and naval supphes on Government account) are 
below the 1931 level, whether measured in gold or sterhng 
Secondly, the absence of bond issues durmg the last two years 
would have added very greatly to the immediate economic and 
social difficulties of the nation 

To-day, more than ever before, the short- and long-run 
economic future of Japan seems to depend upon the next few 
pohtical actions of herself and of her neighbours on both sides 
of the Pacific 

N Skene Smith 

Tokyo University of Commerce 
January 9, 1934 

^ Estimates of this year’s total budget expenditure are about the same as 
last year About half goes to the fighting services and one-fifth on interest 
payments Kural reUef has been reduced drastically Total outstanding debts 
of state and Local Governments, which were 7,700 milhon yen in December 
1931, will probably reach at least 11,000 befoie April, 1935 
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OBITUAHY 

J M Kulisher (1878-1933) 

The well-known Russian economic historian, J osef M Kulisher, 
died on the 17th November, 1933, at the age of 55 Part of his 
student bfe was spent in Germany, his earliest articles (1899- 
1902) appearmg m the Jahrhucher fur N ationalohonomie und 
StatisUh and in Schmollers Jahthiich On his return to the Univer- 
sity of St Petersburg, of which he had been a student, he dehvered 
for the first time in Russia a course of lectures on the economic 
history of Western Europe, which was pubhshed in 1909 and soon 
became one of the most widely read economic books m Russia, 
appearing in many editions (the last and eighth edition in 1931), 
and bemg translated into Pohsh, Japanese and German, the 
latter appearing as the third part of the HandbucJi de't m'lttelalter- 
lichen und neuesten Geschichte^ edited by Below and Meinecke 

His principal work, The Evolution of Profit on Capital^ was 
pubhshed in two volumes m 1906-8 He then inteiested himself 
m the questions of municipal taxation which were being much 
debated at that time in the Douma and Government circles and 
pubhshed two volumes. Local Taxation in Foreign Countries in 
1911—13, and in 1914 a History of Municipal Taxation in Germany, 
a fundamental work which synthesises the rich German literature 
on this subject and has been regarded as one of the best works 
on the question 

After the Russian Revolution he widened the scope of his 
studies, pubhshmg two volumes entitled Essays in the Science 
of Finance 1919-20, which was devoted principally to questions 
of direct taxation, following this up by a Survey of World Economics 
which ran into three editions, a History of Russian Commerce, 
and The Principal Problems of Foreign Trade Policy (3rd edn 
1929), the fullest available account of that subject In 1925 
came his Essays in the Economic History of Ancient Greece and the 
Economic History of Russia m two volumes, which was also 
translated into German For the last two years, confined to his 
bed by a serious illness, he was working on the History of Technical 
Methods and managed to complete a few articles which were in- 
tended to be part of a larger work Even the above hst com- 
prises only a small part of Kuhsher’s pubhshed works, apart from 
his articles, more than 200 m number, which appeared m many 
Russian and foreign journals 

In addition to this huge scientific output, he found time 
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to teach, in the University, the Polytechnic Institute and else- 
where He was frequently consulted by the Government on 
questions of taxation, foreign trade and so forth, both before 
and after the Revolution, and he directed the scientific studies 
of many former students who afterwards became University 
teachers His activity was mdeed prodigious The secret of 
it, apart from his wonderful memory and wide knowledge, was 
his unceasing industry The immense energy which his feeble 
body contained was never seen more clearly than during his 
last dreadful illness, but death overcame at last this fanatic of 
labour and science, and he died leaving many unfimshed or 
unpubhshed works and unspoken thoughts T 


Vladimir Dehn (1867-1933) 

Professor Vladimir Dehn, the distinguished Russian 
economist, died on the 27th December, 1933 He studied and 
began his scientific career at Moscow Umversity, where he 
lectured on pohtical economy m the ’nineties Besides his teach- 
ing activity, he took an important part in the work of the Moscow 
Commission on Home Readmg which was the first step towards 
correspondence courses in Russia His scientific studies were 
devoted to the history and statistics of population In 1902 
he pubhshed a book on the Population of Russia according to the 
Fifth Census, and a chapter givmg his further investigations 
into that subject was pubhshed m 1918 m the Bulletin of the 
Academy of Sciences 

In 1902 he was invited to the lately created Economic Faculty 
in the Polytechnic Institute, where fox the first time in Russia 
he taught economic geography He may indeed be called the 
father of that science in Russia, pubhshing books on many different 
topics of agriculture and industrial economy, including a large 
Course of Economic Geography (3rd edition, 1928), a systematic 
and complete exposition of the subject He was also the author 
of numerous articles in various journals and scientific pubhcations 

His principal service to Russian economics and his outstanding 
claim to recognition is to be found, however, in his teaching 
work at the Polytechnic Institute, where he remained from its 
foundation in 1902 until its reorgamsation in 1930 into five 
technical schools, when he became attached until his death to 
one of these schools, namely, the Machine Building Institute 
He was an exceptional teacher, devoting his whole time to his 
students In the Polytechmc Institute seminars played an 
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important role apart from the lectures, and Ins seminar was 
particularly famous He has left, theiefore, a large school of 
grateful and affectionate disciples some of whom are now the 
best teachers of economics in Russia His foimei colleagues and 
numerous friends will always remember him as a fine Russian 
character, ]ust^ sensitive and generous T 
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The sixth. International Congress for Scientific Management 
wiU be held in London from July 15 to 18, 1935, under the chair- 
manship of Sh George Beharrell, Managing Director of Dunlops 
Amongst the questions which will be discussed are 

(а) Concrete Examples of the Apphcation of Scientific 
Management to Distribution Problems in Manufacturing, 
Wholesaling and Retaihng 

(б) Methods of controlling Production 

(c) Methods of Selection, Education and Traimng of 
Personnel suitable for high admimstrative positions 

(d) What are the correct methods of inculcating Modern 
Management Principles and Practices in large-scale, medium 
and small undertakings^ What is the role of Trade or 
other associations m this field ^ 

Particulars can be obtained from the Secretary, Mr H Ward, 
21 TothiU Street, London, S W 1 (Tel Victoria 2861 ) 


The attention of Fellows is called to Barikhyd, the organ of 
the Indian Statistical Institute, the first issue of which is noted 
amongst ‘^Recent Periodicals’' below The complete contents 
of this issue and the terms on which the J ournal is obtainable are 
given m our advertisement columns It represents a very fine 
effort on the part of the academic world of India, to which all 
libraries concerned with Economics and Statistics would do well 
to subscribe 

A correspondent writes — 

The Department of Business Admimstration of the London 
School of Economics commenced its third session last October 
with much larger numbers than hitherto The increase results 
to a considerable extent from a new arrangement which Imks 
more closely traimng for busmess administration and the uni- 
versities Under the Umversity Scheme, as this arrangement 
IS called, a number of large firms select university graduates 
who have ]ust taken their degrees, require these men to attend 
for an academic year the Department’s course of training in 
busmess administration, and at its close start them m definite 
posts at salaries agreed m advance The firms participating 
m this arrangement mclude some of the largest and best known 
concerns in the country The students thus selected are, of 
course, marked men in the firms they enter and their rapid 
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advance to responsible posts therefore depends largely on the 
manner in which they take advantage of their opportunities and 
training 

‘‘ The Department’s training comprises a second-year day-time 
course contaimng the speciahsed business subjects which the 
Department was specially founded to provide, and a first-year 
course given mainly m the evemngs and consisting chiefly of 
economic studies. University graduates, provided they are 
suitably quahfied, are admitted direct to the second-year course, 
which this year contains thirty students out of the total of thirty- 
five Amongst the five first-year students, on the other hand, 
only one possesses a umversity degree The thirty second- 
year students include twenty-four university graduates, ten 
from Cambridge, eight from Oxford and the rest from various 
universities in Great Britain and abroad The Economics 
Tripos and Modern Greats are well represented, but the majority 
of students have taken various degrees, past experience having 
shown that a good university degree provides as a rule a sufficient 
and suitable foundation for training in business administration 

“ Arrangements are being made to continue the Umversity 
Scheme next session Men who are completing their degree 
work in June of this year and who wish to take advantage of the 
Department’s training and to apply for the opportumties for 
advancement to responsible busmess posts which the Depart- 
ment and the Umversity Scheme hold out, should therefore get 
in touch with the Head of the Department at 11, Clement’s Inn 
Passage, W C 2, if possible before the summer vacation.” 
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RECENT PERIODICALS AND NEW BOOKS 


Econormca 

November, 1933 On the Subject-Matter and Method of Economic 
Science F Katjemae^n Under-consumption J A Hobson 
and E F M Durbin Reciprocity and the Most-Eavouied- 
Nation Clause S H Bajley The Economic Concept of a 
Public Utility H E Batson The Liverpool Office in London 
W. 0 Henderson 


The Manchester School 

Vol IV, No 2 Trade Fluctuations and Accidents to Railway Employees 
C D Campbell Freedom and Planning H D Dickinson 
Economic Trend and Government Interference C T Brunner 
Reflections on some Differences between Economists J Staeeord 
The Economic Nature of Public Utilities P Chantler 

Sociological Review 

January, 1934 Public Assistance H J W Hethbrington 
Social Class T H Marshall 

Economic Record. 

December, 1933 The World Economic Conference E O G Shann 
N ationalisation of Credit E G Theodore Saving and Invest- 
ment in Monetary Theory E B Walker Progress in Australian 
Tariff Policy J B Brigden A Business Index for Australia 
E K Heath and J Polglaze International Comparisons of 
Time lost through Industrial Disputes E J Hiches Taxable 
Capacity L F Giblin The Third Australian Census H C 
Green The Basic Wage in New Zealand prior to 1928 N S 
Woods Depression, Unemployment, and the Shorter Working 
Day F B E Mauldon Transpoit Regulation T Hytten 

South African Journal of Economics 

December, 1933 The Union Native and the W itwatei si and Gold 
Mines G L Bead Some Aspects of Railway Development in 
Natal W J Busschau Problems of Racial Adaptation J E 
Holloway and H P Pollack Die PleJc van die Bantoe- 
bevolking in die Suid-AfriJcaanse Y olhshuishouding J F W 
Grosskope Some Aspects of Workmen’s Compensation in South 
Africa J P Dalton. 

Sankhyd The Indian Journal of Statistics 

June, 1933 Vol I, Part I Indian Prices during the Depression 
S Sen and H S Sinha A Short List of Indian Official Trade 
Returns (1931) J B G Thakuta 
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InternaUoTial Labour Review 

November, 1933 The Depression and Industrial Arbitration in New 
Zealand E J Riches A Contribution to the Study of Labour 
Conditions in the Lebanon E A IzziSDm and G Hakim Index- 
Numbers of the General Level of Wages in Certain Countries 

December, 1933 The Economic Experiment in the United States 
Legislation on Labour Disputes in Norway P Berg Child 
Labour in India I R H Das Unemployment and National 
Health in Great Britain Food Consumption of Working-Class 
Families in Certain Countries 

Jantjarv, 1934 The Course of American Recovery H B Btjteeb 
Unemployment Relief Measures in New Zealand E J Riches 
Child Labour in India II R K Das 

Review of Economic Statistics 

November, 1933 General Economic Conditions (Ed ) Review of 
the Third Quarter of 1933 W D Crtjm and J B Hubbard 
Timing of Recovery from Major Depressions S Heard and 
A E Beede 

Quarterly Journal of Economics 

November, 1933 Industrial Productivity in Great Britain and the 
United States A W Elhx Money, Prices, and Production 
some Fundamental Concepts J W Angell Money, Gold, 
and Income in the United States, 1921-32 L Currie The 
Taxation of Real Estate K M Williamson Housing Problems 
E M Eisher 

American Economic Review 

December, 1933 Banking Act of 1933 H H Preston British 
Exchange Equalisation Account A Comstock Banks, States, 
and Federal Government B Hammond Applied Marxism in 
Soviet Russia G Tuckerman Speculation and Growing In- 
stability of Stock Prices M J Fields French Import Quotas 
E B Dietrich 

Journal of Political Economy 

October, 1933 Private Investments and International Politics in the 
Saar, 1919-20. E Staley Union-Management Co-operation 
and the Southern Organising Campaign J C Trepp An 
Examination of Mr Keynes' Price-Level Concepts A G Hart 
Population Doctrines in the US II Malthusianism J J 
Spengler a Balance Sheet of the Banking System and a Con- 
solidated Statement of Bank and Life Insurance Company Resources 
E Hartzel 

December, 1933 The Banking Act of 1933 R B Westerpield 
Crisis and Readjustment in New Zealand H Belshaw The 
Dispute over the Federal Domain in Canada J A Maxwell 
Workmen's Compensation and the Railroads L D Clark. 
Gresham's Law and the Chilean Peso F W Fetter 

Annals of the American Academy of Political and Social Science 

November, 1933 Social Insurance in relation to Health, Unemploy- 
ment, Pensions and General Prmciples By various authors 

M 2 
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Wheat Stiidies 

(Food Besearcli Institute, Stanford) 

November, 1933 Price Leadership and Interaction among Major 
Wheat Futures Markets From an analysis of initial changes 
and responses, it is found that Chicago and Winnipeg originate 
approximately two-thirds of all price movements and Liverpool 
only about one-third 

December The World Wheat Situation, 1982-33 A Remew of the 
Crop Year World wheat supplies were again superabundant, 
despite short crops m the Danube basin and the United States 
Importing Europe harvested a record crop, and import re- 
strictions were tighter than ever before , consequently, imports 
were the smallest since 1917-18, and weU below the pre-war 
average Stocks were built up and reached a new high level 
The excess — ^roughly 70 per cent above normal — ^was again 
mainly in North America 

January, 1934 World Wheat Survey and Outlook, January 1934 
The 1933 world wheat crop ex-Russia is small, but 190,000,000 
bushels above last September’s estimate Supplies are parti- 
cularly heavy m Europe World disappearance will probably 
exceed production, leaving stocks roughly 120,000,000 bushels 
smaller, but still some 300,000,000 bushels above normal 

Index (Stockholm) 

November, 1933 Some Problems of International Economic Equili- 
brium J B CONDLIEEE 

December, 1933 The Inadequacy of Price Stabilisation B Ohlust 

January, 1934 Uniform Indication of Countries in Trade Statistics 
8 Stockman 

J oumal of the Osaka University of Commerce 

September, 1933 (Bemg the first number ) Price Standardisa- 
tion in Government Control of Rice S Kawata What directs 
Management Activities F Muramoto Tax Exemptions in 
Japan R Oyamada Gemeinvnrtschaft, Gesellschaft, und Wirt- 
schaft. K Fukui Eur Kritik der Zweihontenreihentheorie 
W Kimura 


Revue d^Fconomie Politique 

September, 1933 Economie corporative et systeme capitaliste F 
Perroux La semaine de quarante heures G Leduc Le 
bloc des Etats agricoles de V Europe centiale et orientate et son pro- 
gramme A Bussot 

J ournal des Ficonomistes 

Novmber, 1933 Les erreurs gouvemementales en Fiance et au% 
Etats- U ms E Payen L^ Industrie sidirrurgique R J Pierre 
E ouvelle loi sur les cartels en Tchdcoslovaquie S Boeodaewsky 

December, 1933 La Situation budgitaire frangaise fin 1933 E 
Payen LJtalie dconomique R J Pierre 
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Bulletin de Vlnstitut des Sciences iSconomiques 

!N*ovember, 1933 Indices de la consommation en Belgique de 1897 
d 1933 L H Dxjpriez and M Boebodx Uivolution dcono- 
mique de la sidirurgie beige de 1830 d 1913 A Wibail Les 
finances de Vfiltat et la conjoncture en Belgique de 1830 d 1913 P 
VAN DEB Rest La conjoncture dconomique de la Belgique et du 
Luxembourg L H Dtjpriez 

W eltwirtscliaftliches Archiv 

Jandary, 1934 Staatsraum und W irtschaftsraum A Pbedohl 
A discussion of the relations of economic and political areas 
The economic limitations of nationalisation as based on areas are 
considered theoretically and by some particular cases The 
significance of Autarchy for Germany is finally discussed 
Innereuro^aiscJie Handelspolitik R Riedl An historical 
account of the policy of trade agreements, pre-war and post-war, 
leading to the problem of the reaction of the Ottawa Agreement 
on European conditions, and to a critical discussion of the 
alternatives which European countries may adopt Meist- 
begunstigungshlausel und Kontingent C Bbinkmann The 
aim IS to show the contradiction in the ideology of the most- 
favoured-nation clause between the juridical assumption of equal 
nations and the economic assumption of unequal competing 
interests, the impossibihty of a logical execution of the un- 
conditional form of the clause , and the place of the quota as a 
corollary, instead of as a deterioration, of a tarifi system Der 
Erhenntniswert des Kettenschlusses in der Aussenhandelstheorie 
W Hahn The problem whether an export of money, such as 
Reparation payments, can set up interactions which will cause a 
back-flow It has been sought to show this by a chain of argu- 
ments, to which the author applies the test of the theory of 
probabilities The general conclusion has a probability depend- 
ing on a number of particular probabilities in such a way as to 
make the result an empirical rather than a theoretical one 
Grundsatzliches zur Messbarkeit der NacTifrage-elastizitat In 
quantitative economics, point elasticity is useless , existing 
systems of arc elasticity also The right place of the function 
of elasticity Analysis and difierences of the theories of choice 
of the Americans and Austrians Importance of the standard of 
life for elasticity Not the utility curve, but the demand curve, 
IS primary The formula of the demand curve to be used for 
measuring elasticity 

Schmollers JaJirbucTi. 

October, 1 933 Das burgerliche Becht in nationalsocialistiscTien deutschen 
Staat H Dolle Politik und Wirtschaft im Denken der faschist- 
ischen PuTirer W Kooh Zur Boziologie der finanzpolitiscTien 
Entscheidung E K Mann Bealistische Konjunkturerklarung 
F Lutz 

December, 1933 Becht und Wirtschaft O von Zwiedineck- 
SuDENHORST Das neue britische Wirtschaftssystem F Heyer 
Historische-kritische Untersvdhungen zum ^olitischen Verhalten der 
Intellektuellen A Boer 
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Zeitschr%ft fur Nationalolconomie 

October, 1933 La mithode de la science iconomique U Ricoi 
An argument for free competition among the methods, but 
msistmg on the dangers of statistical method if separated 
from economic theory Observations d la thiorie de productivity 
marginale E SoHnN'BiDER The first part is devoted to the 
problem of the relation between the theory of margmal produc- 
tivity and the technical structure of production The second 
part treats the question resulting from the derivation of these 
theorems under monopohstic or polypohstic conditions, and not 
under free competition Connections causales et connections 
fonctionnales du mdcanisme dconomique O Coistrad A dis- 
cussion vjnth Hans Mayer, in which it is held that a complete 
explanation of price must include both the functional and the 
causal (psychical) factors 

Jarxiary, 1934 Zur gegenwartigen Krisenlage und in'flationistischen 
Krisenbehampfungspolitih A Amonh Lohnfonds und Oeld- 
kapital B Strigl Ricardo und die Entstehung des Bullion 
Report E Eossati TJrsachen und Wirkungen der Kapital- 
bewegungen K Nxjrkse Die Fliessarheit G Akermanh 

Jahrbucher fur N ationalokonomie und Statistik 

November, 1933 Internationale Kartelle K Fries 

December, 1933 Ueber das Verhaltnis von Philosophic und Sozial- 
okonomie F Zadow” Das geschichtliche Standestaat J A Tzobl 
Moglichkeiten und Qrenzen der bauerlichen Siedlung, besondeis im 
Hmblick auf die gewerbliche Arbeitslosigkeit P Qxxantb 

Archw fur Sozialwissenschaft und Sozialpolitik 

JxjEY, 1933 Die Krisensituation der kapitalistischen Wirtschaft G 
CoLM jStatistische Analyaen der wirtschaftlich Selbstandigen 
T Geiger Alfred Vierkandts Gessellschaftslehre F Sander 
Volksvermogen und Kassenhedarf H Neisser Vom Grossen- 
system der Oeldwirtschaft J Marschak 

AxrausT, 1933 Offentliche Wirtschaft und Planwirtschaft F Elsas 
Struktur und Grenzen der statischen Wirtschaftstheorie S Retmer 
Die quantitative Belbstregulierung der Zahlungsbilanz W Fell- 
NER Sfeuerlose W eltwirtschaft E Lederer Uber die Aquiva- 
lenz beim Tausche und die wirtschaftliche Dimension H Ber- 
NARDELLT Die Wirklickkeit der Wirtschaft E 0 van Dorp 
Bemerkungen zur Erfassung der sozialen Btrukiur H Speier 

Anndli di JStatistica e di Economia (Genoa) 

Vol I, No I Consider azioni intomo ai rapporti tra tonnellaggio marit’- 

time mondiale e commercio estero V Moretti Oonti bancari 
della Banca dei regolamenti internazionali A Breglia II 
Gold Exchange Standard in India B N Sinha 

Annali di Economia 

December, 1933 II sistema di banca continentale e quello inglese 
nelVanteguerra P Mengarini Giuseppe Prato, maestro di 
storia economica A Bernardino II credito di accettazione 
G Capodagllo 
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Giornale degli EconormsU 

September, 1933 Indirizzi d% jpens%ero pohhco economtco nel Bisorgi- 
mento %tal%ano A G Canxn'a L\mp'iitaz%one dellhnteresse 
figurativo al ‘‘ costo monetario delVuomo ’’ T Zerbi Sulla 
distrihuzione dei terrem agrari nel Chappone dal 1908 al 1930 M 
Hayakawa 

October, 1933 Un^ 'imposta sul reddito lordo dalle imprese speculaHve 
e ^ euoi effetti M Peceiese A study of the incidence and 
general effects of a tax on the gross receipts of industrial, com- 
mercial and financial enterprises leads to the conclusion that 
such a tax would have much to commend it so long as it was 
not too heavy U Australia e Vemigrazione italiana P Melone 
The majority of Itahan emigrants to Austraha tend to settle on 
the land, and for this and other reasons Austrahans ought to 
welcome rather than discourage Itahan immigration II rapporto 
del sessi nei nati da concepimento antenuziale D be Castro 

November, 1933 Considerazioni intorno alia curva della domanda V 
DoMiNEDd The second of two articles deahng. with the mathe- 
matical theory of demand Economia generale ed economia dalle 
Ticchezze A Breglia Recent definitions of economics, notably 
that given by Professor Robbms m a recent book, are too wide 
to be serviceable to the economist It seems better to confine 
the scope of the economist proper to the study of the economics 
of wealth Thomas Joplin e il Piano per la costituzione di 
una Banca Nazionale ” di David Bicardo E Eossati Nuovi 
dati sulla natalitd in Italia Professor G Mortara reproduces 
some mterestmg figures relatmg to the birth-rate m the different 
Italian provmces He draws attention to the very rapid fall m 
the birth-rate m recent years and expects that this fall will contmue 

Biforma Sociale 

September-Ootober, 1933 Contnhuto ad un confronto fra le spese 
militari della Francia, delV Italia e della Oermania L Barberis 
Contains some mterestmg comparisons, reduced to the common 
basis of the hra, of the prices m Prance, Germany and Italy of 
the prmcipal items of expenditure for mihtary requirements 
La crisi dello zucchero e la rwoluzione cuhana E Giretti The 
recent revolution m Cuba has an economic origm, and is chiefly 
due to the wrong-headed pohcy adopted throughout the world with 
regard to the production and consumption of sugar Risparmio 
disponibile e lavori pubblici L ErNTATOi A plea for pubho 
works as a means of counteractmg the deflationary tendencies 
of a period of acute depression and unemployment Piani 
economici americani Th Baxogh A critical and pessimistic 
account of recent econonnc pohcy m the Umted States The 
President and his advisors cannot make up their mmds between 
conflictmg and mutually contradictory pohcies of inflation and 
deflation, with the result that they are destroymg confidence and 
discouragmg mvestment D*interesse come prezzo per Vattesa 
V PoRRi A brief defence of the view that mterest is the price 
of waitmg, agamst attacks recently made on that theory in the 
Zeitschrift fur Nationalokonomie by A Mahr and E Carell 
Lavoro e costo — contributo ad una teoria pura L Einatjdi and 
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M Kesta Azoto e frumento P Bandi Frinc%'p%% uUhtaristici 
e %mposta L Bossi and L Einaudi 

November— December, 1933 Tnncee economiche e corporaUvismo 
L Einaudi A cautious survey of the possible sphere of action 
of the Corporations in Italy The dechne in the field where 
competitive forces can operate freely, and the growth of im- 
perfect competition, make it possible that some extension of 
control in the general mterest may rebound to the advantage 
of the community La moneta controllata e le soiprese delV esperi- 
mento amencano Proeessor Cabiati continues his destructive 
criticism of recent economic pohcy m the United States Un 
momento cntico per le sete Le cause ed % remedi E Giretti 
An exammation of the critical position of the Itahan silk industry 
in the face of J apanese competition F^nanza e riforma de% consigh 
promncxali delV economia corporativa F A Repaci EsperimenU 
d% valorizzazione C Vannutelli Economia regolata znglese 
C Pagnt a brief account of recent Enghsh legislation affecting 
agriculture Intervenh cMrurgict %n materia finanziaiia (II 
risanamento della “ Italgas ” e della “ /S J P ”) R Levis Divaga- 
ziom bancarie M MazzucoheUjI Discussiom teoriche sulVim 
posta L Einaudi, U Ricci and L Rossi Some brief 
controversial notes on the mmimum sacrifice theory of taxation 
Intomo ad uria critica della rendita e del monopoUo dal punto di 
vista morale V Porrt 


De Econcrmist 

June, 1933 Prof Mr Dr Anton van Gijn C A Verrijn StU4.rt 
An obituary article on Professor van Gijn, who died 11th May, 
1933 De theorie van den internationalen handel in de sociahstische 
literatur P J Bouman Sociahsm has been an international 
orgamsation smce Marx, and it is surpnsmg that more attention 
has not been paid to questions of mternational trade Diffeient 
nations are at different stages of development, and it is therclore 
not to be expected, even on sociahst theory, that all countiies 
will arrive at the stage of revolution simultaneously There are 
thus two questions (i) trade between a sociahst and a capitahst 
state, and (u) trade between two sociahst states On the side of 
non-sooiahst writers, reference is made to Pierson, who holds that it 
IS impossible to find an objective standard for trade between two 
socialist states , there would also be difficulty in financmg trade 
So also Mises On the side of the sociahst writers, the aiticle 
summarises the views on foreign trade of the foreiunners (St 
Simon, Pichte, Owen), and of Thompson, Fourier, Blanc, Leroux 
and Pecqueur Proudhon was “ the first sociahst with economic 
insight ” His solution might do for trade between sociahst 
states , he does not consider trade between a socialist and a 
capitahst state The German sociahsts, in general, are silent 
about future problems Marx’s phrase socially necessary 
labour ” must have reference to some geographical umt It is 
impossible to speak of normal conditions of production for the 
whole world Of later writers, Varga and Morreau receive most 
attention Foreign trade represents a “ neglected chapter m 
sociahst theory ” Smce Marx many sociahsts have discussed 
m absfracto many subjects which can only be considered con- 
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cretely Verrmnderende meeropbrengsten J T^bekoeh A 
mathematical discussion of the articles on Diimmshing Returns 
contributed by Dr van Genechten to previous numbers 
July— Atjoust, 1933 Het octroo% der N ederlandsche Bank I Ant 
Van Gijn In connection vnth the termination and renewal 
of the Charter of the jN’etherland Bank, the writer discusses a 
number of questions of banking policy The arguments of those 
who desire the socialisation of the Bank is considered in the 
light of war experience It is suggested that the extent to which 
the prmtmg press may be abused depends on the measure in 
which economists and financiers possess insight into monetary 
questions In this connection reference is made to the mfluence 
of Knapp in Germany In discussmg the merits of a chartered 
bank or a state bank, the arguments m favour of the greater 
efficiency of a private bank are considered At present the Bank 
pays higher salaries than is customary m correspondmg positions 
in the state service Other matters considered are the division of 
profit (representing a higher share for the state at each renewal 
of the charter), the size of the capital of the bank, and the oon- 
vertibihty of the bank notes The article concludes with a dis- 
cussion of the currency system of Holland Beschouw^ngen over 
de elastictte%t van de vraagcurve I G Brottwebs A dis- 
cussion of the method of measuring elasticity of demand Re- 
ference IS made to Marshall, Englander, Schultz and Mrs Gilboy 
September, 1933 Het rapport der comrmssve van onderzoeh inzake 
het hmdig systeem van hd,eggvng van de gelden der Ii%jTcsfond8en 
commisste PaHjn I J J Korndorefer Three commissions 
have recently reported regardmg the mvestment of “ government 
funds ’’ The latest commission (Patijn) is largely concerned with 
the investment of old age pension funds and mvahdity msurance 
funds The question of prmciple mvolved is whether the funds 
belong to the state or to the insured The ma 3 ority hold that the 
funds belong to the state, and that therefore the state has a free 
hand as to their mvestment The mmority emphasise the moral 
right of the insured, and consequently argue that the funds should 
be invested in somethmg yielding a better return than the national 
debt '' These mterests involve, inter aha, that investment in 
national debt should only take place to a moderate extent, as is 
also the case m private hfe msurance compames ’’ Het Octrooi 
der N ederlandsche Bank II Ant Van Gun A contmuation 
of the previous article, dealmg with points arismg m connection 
with the renewal of the bank charter The points dealt with 
are (i) the form of the weekly statement, which is criticised , 
(n) mvestment of special reserves , (m) provision as to remunera- 
tion of the directorate Beschouwvngen over de elasticiteit van de 
vraagcurve II G Brou wers A contmuation of the mathe- 
matical discussion of elasticity of demand 
October, 1933 Handhaving van den Gouden Standaard in Neder- 
land en hare conseguenties H M H A Van i>er Valk 
That different countries have pursued different ends m the 
monetary pohcy adopted is shown by reference to Britam, USA 
and Germany. Holland has had no consistent conjunctur ’’ 
pohcy m these matters The difference between earher crises 
and the present crisis hes chiefly m the recent rigidities m the 
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economic system The article resolves itself into a consider- 
ation of these rigidities From the side of consumers’ ex- 
penditure, the cost-of-hving figures are considered, with special 
reference to the rigidities of rent and taxation On the side of 
producers, the rigidities of wages, rent and mortgages are dis- 
cussed Expressed in real wages, the well-bemg of many classes 
of workers has risen The Government’s pohcy m respect of 
support given to agriculture and quotas is discussed In con- 
clusion, the writer considers how far the various rigidities are 
connected with the mamtenance of the gold standard Het 
rapport der commissie etc (PaHjn) II J J ELorndobeeer A 
continuation of the previous article, discussmg other possible 
methods of mvestment of msurance funds (mortgages, railway 
stock, etc ), concludmg with a general survey and criticism of 
the Report 

BlconormsTc Tidshrift 

1933 Nos 5-6 A Statement of the Problem of Trade-Cycle Theory 
This abstract was incorrectly rendered m our issue for September, 
1933 A correct abstract should read The author studies the 
relation between the factors influencing the cyclical change of 
production and the factors acting on the cyclical change of 
saving After a discussion illustrated by a stereoscopic model, 
it IS concluded that a change in distribution, % e increased saving, 
seems to be a necessary condition of a change in production, 
z e increased employment The thesis will be demonstrated by 
statistical induction m a following paper ” J Akerman 


NEW BOOKS 

British. 

Abarblar (BP) The Principles and Problems of Federal Finance 
P S Kmg 8^" Pp 301 12s fid 

Akbrbw (E j L ) Indian Labour in Rangoon Oxford Uni- 
versity Press Pp 300 105 fid 

Astoe (Viscottkt) and Mueray (K A H ) The Planning of 
Agriculture Oxford Umversity Press 8^" Pp 186 6s 

Bagge (G ) Wages m Sweden, 1860-1930 Institute for 
Social Sciences, University of Stockholm P S King Pp 579 

CoLBOBRNE (M ) Economic Nationahsm Figurehead 7J-'" Pp 
284 35 fid 

Daltrofe (E M ) The Foundation of Industrial Stability 
P S King 8i" Pp 138 75 fid 

Davis (J M ), (Ed ) Modern Industry and the African Mac- 
millan 8Y Pp 425 125 fid 

Day ( j P ) Considerations on the Demand for a Central Bank 
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ON SOME POINTS RELATING TO VITAL STA- 
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Konjunkturforschung VII, 136 Seiten (,,Beitrage zur Konjunkturforschung“, 
Nr 5 Herausgegeben vom Osterreichischen Institut fur Konjunkturfor- 
schung ) 1934 RM 4 80 

Inhaltsubersicht i Einleitung — 2 Das Anwendungsproblem — 3 Die starren 
Systeme der Wirtschaftspolitik — 4 Die Streuung der Wirkungen der Wirtschaftspolitik — 
5 Die gegenseitigen Abhangigkeiten der wirtschaftspolitischen MaBnahmen — 6 Die durch 
Macht gesetzten Grenzen — 7 Immanente Schwiengkeiten der Wirtschaftspolitik — 
8 Die Besonderheiten der Konjunkturpolitik — 9 Die Gefahren der Nationalokonomie — 
^10 Schliifi Staat und Wirtschaftspolitik — Anhang 

Die vorliegende Schnft behandelt in ausfuhrlicher Weise die Frage, inwieweit die Nationalbkonomie fur die Wirt 
schaftspolitik m Betracht kommt d h sie befaBt sich mit dem sog ,, Anwendungsproblem" Es wird gegenuber alien 
jenen die der Nationalokonomie die Eigenschaft einer Erfahrungswissenschaft absprechen woUen und sie gleichzeitig 
imt irgendwelchen Systemen der Wirtschaftspohtik, wie dem Liberalismus oder Sozialismus, identifizieren mochten 
em klarer Trennungsstrich gezogen In groBen Zusammenhangen werden freimutig die zahlreichen Schwiengkeiten 
aufgezeigt, die sich einer rationellen Wirtschaftspolitik in den Weg stellen Ferner werden die Fragen der Widerspruchs 
freiheit der wirtschaftspolitischen MaBnahmen die Beziehungen von Macht und dkonomischem Gesetz usw besprochen 
Da es aber in der Wirtschaftspolitik fur die Nationalokonomie keinen wie immer gearteten Ersatz gibt, muB namentlich 
der ,,Vulgarokonomie‘ der gefahrlichsten Pseudowissenschaft der Gegenwart, rucksichtsloser Kampf angesagt werden 
Dadurch wurde die wissenschaftliche Penode der Wirtschaftspohtik eingeleitet, deren hauptsachlichsten Merkmale eben 
falls gekennzeichnet werden 


Fiihrer durch die Krisenpolitik. Von Fntz Machlup, Wien XV, 
232 Seiten (,,Beitrage zur Kon]unkturforschung‘', Nr 6 Herausgegeben vom 
Osterreichischen Institut fur Konjunkturforschung ) 1934 RM 7 80 

Inhaltsubersicht Wirtschaftspolitik und Krisenpolitik — Ankurbelung durch 
Kreditausweitung — Arbeitsbeschaffung durch Investitionen — Verkurzung der Arbeits- 
zeit — Senkung der Produktionskosten — Erleichterung der Schuldenlast — Innen- 
kolonisation und Natural wirtschaft — Autarkisierung — Abbau der AuBenhandelsschranken 
— ■ Reformen des Geldwesens — Sparen oder Konsumieren — Beschrankung oder Be- 
schleumgung des techmschen Fortschnttes — Einschrankung der Konkurrenz — Plan- 
wirtschaft — Sachregister — Empfohlene Schriften 


Verlag von lius Springer in Wien 




Demnachbt evsche'inen 

Theorie der Produktion. Von Dr Ench Schneider, Privatdozent an der 
Universitat Bonn Mit 40 Textabb Etwa 120 Seiten Preis etwa RM 7 50 

Inhaltsubersicht I Kapitel Die techmschen Grundlagen der Produktion i Die 
Produktionsfunktion — 2 Allgememe Eigenschaften und Darstellungsmoglichkeiten einer 
Produktionsfunktioii — 3 Der Begriff der techmschen Grenzproduktivitat — 4 Die 
Ertragsfunktion — 5 Das Theorem von Wicksell- Johnson — 6 Harmonische iind nn- 
harmonische Faktorkomhinationen — 11 , Kapitel Die okonomischen Grundlagen der 
Produktion I Abschnitt Die Produktion als kostentheoretisches Problem 
I Begriff und Bestimmung der Mimmalkostenkombmation — 2 Die Reaktionsmoglich- 
keiten eines Betnebes anf Schwankungen des Produktionsumfanges — 3 Begriff und Arten 
der statischen Gesamtkostenkurve — 4 Einige kostentheoretische Grundbegriffe — 
5 Die statische Gesamtkostenkurve eines Betnebes bei totaler Anpassung — 6 Die statische 
Gesamtkostenkurve eines Betnebes bei partieller Anpassung — 7 Statistische Kostenkurven 
bei partieller Anpassung - — 8 Das Harmoniegesetz — 9 Mimmalkostenkombmation und 
statische Kostenkurven bei variablen Preisen der Produktionsfaktoren — II Abschnitt 
Die Produktion als markttheoretisches Problem i Analyse des marktstrategi- 
schen Verhaltens eines Betnebes — 2 Die individuelle Preisabsatzfunktion eines Betnebes 
und ihre Elastizitat — 3 Umsatz und Grenzumsatz — 4 Die Bestimmung der gunstigsten 
Produktenmenge fur einen Betneb, der Preis-Mengenanpasser auf der Produktseite 1st — 
5 Die Bestimmung der gunstigsten Produktmenge fur emen Betneb, der Mengenanpasser 
auf der Produktseite 1st — 6 Die Eigenschaften der Maximal- Gewinnkombination eines 
Betnebes Anhang 


Marktform und Gleichgewichf. Von Hemnch von Stackelberg, Koln 
Mit 18 Textabbildungen Etwa 150 Seiten Preis etwa RM 10 — 

Inhaltsubersicht i Problemstellung und wirtschafxstheoretische Grundlagen — 
2 Generelle Analyse der typischen Marktformen — 3 Analyse der Beziehungen zwischen 
zwei und mehreren Markten — 4 Die Rangordnung der dyopolistischen Marktpositionen — 
5 Dogmenhistonscher Abrifi — 6 Marktform und Wirtschaftspolitik 

Die Theone der Marktformen mit unvoUstandiger Konkurrenz, die mit Cournot an- 
setzte und seit Edgeworth in steigendem Made Gegenstand der wissenschaftlichen Dis- 
kussion geworden 1st, hat in dem vorliegenden Werk eine zusammenfassende und ab- 
schlieBende Behandlung gefunden Die zentrale Bedeutung, welche das hier untersuchte 
Problem im Gefolge der zunehmenden Konzentration in der Wirtschaft gewinnen muBte, 
macht das vorliegende Werk zu einer hochst aktuellen Publikation Die grundlegend 
neuen Gesichtspunkte, unter denen das Problem angepackt und gelost wird, bringen 
eine Erklarung fur das Versagen der autonomen Wirtschaft im Zeitalter der industnellen 
Zusammenschlusse Sie fuhren zu einem Ansatzpunkt fur die theoretische Begrundung 
der integralen Marktregulierungspohtik des autoritaren Staates Ein mathematischer An- 
hang bringt die exakte Begrundung fur die im Text vorgetragenen Erkenntnisse 
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Die reine Theorie des Geldmarkfes. Von Marco Fanno, Padua Die 
Umlaufsgeschwindigkeif desGeldes Von Manus W Holtrop, Ijmuiden 
Zum Problem des »neuiralen" Geldes. Von Johan G Koopmans, Den 
Haag Der Gleichgewichtsbegriff als Instrument der geldtheore- 
fischen Analyse. Von Gunar Myrdal, Stockholm Das Vaiutaproblem 
in den skandinavischen Landern. Von Knut Wicksell f (Gesammelt 
erschienen als „Beitrage zur Geldtheorie", herausgegeben von F A von 
Hayek, London ) XI, 51 1 Seiten 1933 RM 28 60 

Dieses Buch vermittelt dem Fachgelehrten die Moglichkeit, in einem einzigen Band e vereinigt 
funf grundlegende Arbeiten von besonderem Wert und emen vollstandigen Uberblick uber die 
mod erne Geldliteratur zu besitzen Ferdinando di Femzio %m Giornale delle Economist'i“ 

Verlag von Jul s Springer in Wien 



Die Wirtschaffstheorie der Gegenwart m Darstellungen fuhrender 
Fachgelehrter Herausgegeben von Hans Mayer, Wien, in Verbindung mit 
Frank O Fetter, Princeton N J , Richard Reisch, Wien 

Band 1 Gesamfbild der Forschung m den einzelnen Landern. 

XII, 280 Seiten 1927 RM 18 geb RM 19 50 

Band II Werf, Preis, Produktioni Geld und Kredit. 

VI, 413 Seiten 1932 RM 39 — , geb RM 40 50 

Band III Einkommensbildung. Allgememe Pnnzipien, Lohn Zins, Gmndrente, 
Unternelnnergewinn Spezialprobleme 

IV, 341 Seiten 1928 RM 26 — , RM geb 27 50 

Band IV Konjunkfuren und Krisen. Infernationaler Verkehr. Haupf- 
probleme der Finanzwissenschaft. Okonomische Theorie 
des Sozialismus. 

W 375 Seiten 1928 RM 32 — , geb RM 33 50 

In one respect these volumes indicate, for all countries, not so much a trend towards 
popularization as a trend towards the testing of all theories by their practical application 
to the immediate problems of the masses of people in all nations 

John R Commons tn American Economic Review 


Repefitorium der theorefischen Nafionaldkonomie. Von Dr 

Emil Kauder, Berlin Mit 9 Abbildungen VI, 165 Seiten 1932 RM 3 90 

Von dem s elh en Verfasserbefindet stch in Vorb er eitun g 

Repetitorium der Finanzwirtschaftslehre. 

Krise und Einkommen. Von Dr Viktor Bloch, Wien Mit 13 Abbil- 
dungen IV, 93 Seiten 1932 RM 5 80 


Kapitalbildung und Kapitalaufzehrung im Konjunkturverlauf. 

Von Erich Schiff XI, 234 Seiten 1933 (,,Beitrage zur Konjunkturforschung'S 
Nr 4 Herausgegeben vom Osterreichibchen Institnt furKonjunkturforschung ) 

RM 12 — 


Grundlagen einer reinen Kosfenfheorie. Von Heinrich von 

Stackelberg, Koln Mit 15 Abbildungen VII, 13 1 Seiten 1932 RM 8 — 

Borsenkrediti Industriekredif und KapHalbiidung. Von Fritz 
Machlup, Wien XII, 224 Seiten 1931 („Beitrage zur Kon]unkturforschung'‘, 
Nr 2 Herausgegeben vom Osterreichischen Institut fur Konjunkturforschung ) 

RM 12 — 


In V 0 rb er eitun g 

Lehrbuch der mafhematischen Sfalistik. Von O Anderson, Pro- 
fessor an der Handelshochschule m Varna 
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Der infernationale Handel. Theone der welfwirtscfiafilichen Zusammen- 
hange sowie Darstellung und Analyse der AuBenhandelspolitik Von Dr Gott- 
fried Haberler, Pnvatdozent an der Universitat Wien (Enzyklopadie der 
Rechts- und Staatswissenschaft XLI ) 1933 Mit 35 Abbildungen XI, 
298 Seiten RM 19 60 

“ Dr Haberler first works out the basis for a real understanding of the economics 
of current commercial policies, and the reviews both the so-called practical doctrines an 
their execution Few indeed, if any, of the spurious arguments and fallacies of the pro- 
tectionist escape his vigilant eye and destructive criticism It is almost with aestetic 
enjoyment that one follows Dr Haberler's exposition and analysis the most difficult special 
cases and situations Never allowing himself to be lured into simplifications, and triumphantly 
succeding in outlining the aims and limits of commercial policy, Dr Haberler has succeded 
m giving to the public a work which will endure and whose influence should be very great ” 

The Econoymsi 


GrundriB der Sfafistilc. Von Dr Wilhelm Winkler, Professor an der 

Universitat Wien (Enzyklopadie der Rechts- und Staatswissenbchaft ) 

I. Theoreiische Sfatistik. Mit 22 Abb IX, 177 Seiten 1931 RM 10 80 

II. Geselischaltsstatistik. Mit 23 Abb X, 290 Seiten (Lfg XLVIa ) 

1933 RM 19 60 

,, Dieses Buck konnen wir nicht angelegentlich genug zum Gebrauch in unserem I ehr- 
betrieb, eventuell zum Gebrauch uber diesen Lehrbetrieb hinweg empfehlen " 

Professo"' Dr J Schumpeter m .Schmollers Jainbiuh 

,,Daran kann kaum ein Zweifel sem, dal3 Wmklers GrundriB fur Theone und Praxis 
der Statistik ein neues Standardwerk darstellt, das mit jedem der vorhandenen deutschen 
und der auf dem Gebiete der Statistik fuhrenden englischen Werke nach logisch methodo- 
logischem Aufbau und nach Wissensumfang in Konkurrenz zu treten vermag Wer syste- 
matisch statistische Methodenlehre treiben will, dem konnen wir keinen besseren, weil 
methodisch strengeren Lehrmeister wunschen als Winkler Die Nairn wi'^seni>chaften 


Einfiihrung in die Finanz- und Wirfschaffsmafhemafik. Von 

Dr phil A Timpe, o Professor an der Techmschen Hochschule m Berlin 
Mit 70 Abbildungen VI, 217 Seiten 1934 RM g — 

Inhaltsubersicht I Einfacher Geldverkehr Wertpapiere — 11 Zmseszms- und 
Rentenrechnung Versicherungsrechnung — III Tilgungs- und Abschreibungswesen — 
IV Kurs und Rentabilitat von Tilgungsanleihen — V Tanfmathematik — VI Erfolgs- 
rechnung — VII Wahrscheinlichkeitsrechnung und mathematische Statistik in Anwendung 
auf Wirtschaftsprobleme — VIII Die Analyse von Zeitreihen — Anhang — Namen- und 
Sachverz eichnis 

„Die .Einfuhrung' darf fur sich in Anspruch nehmen, eines der besten Bucher seiner 
Art zu sem Aus dem akademischen Unterricht entstanden, entspricht sie doch auch m 
vollem Mafic den Anforderungen des Wirtschaftspraktikers Insbesondere findet das be- 
triebswirtschaftliche Rechnungswesen eine wertvolle mathematische Bereicherung ‘ 

Der deutsche V olkswirt 


Allgemeine Volkswirfschaltslehre. Von o von Zwiedmeck-Suden- 

horst, Professor an der Universitat in Munchen (Enzyklopadie der Rechts- 
und Staatswissenschaft XXXIII ) VI, 280 Seiten 1932 RM 15 
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THE ECONOMIC JOURNAL 

JUNE, 1934 

THE ANNUAL MEETING OF THE EOYAL 
ECONOMIC SOCIETY 

The forty-fourth Annual Meeting of the Royal Economic 
Society was held at the London School of Economics on April 
20, 1934 

The President, Professor Edwin Cannan, was m the Chair 

Before the transaction of the formal business, which is dealt 
with m Current Topics below, the President dehvered the follow- 
ing address to members of the Society and their guests 

THE FUTURE OF GOLD IN RELATION TO DEMAND 

A COST-OE-PEODUCTION theory of value is of little use for 
explaining fluctuations m the value of things which last a long 
time and exist in quantities which are very large in proportion to 
any annual additions which are made to them We might 
reasonably refer to high cost of bmlding materials and labour 
in accounting for the high value of houses in a district where new 
houses were springing up like mushrooms, but in a district 
where no new houses, or very few in proportion to the number 
existing, were being built, we should be content to think of the 
supply of houses as being furmshed, not by the bricklayers and 
carpenters building new ones, but by the number actually in 
existence 

Some metals, iron especially, are subject to so much waste by 
various agencies that the annual production is large compared with 
the stock at each moment in existence, and in regard to these we 
rightly regard cost of production as a most powerful element in 
the determmation of value But the precious metals, of which 
we may take gold as the type, are only subject to comparatively 
small losses by abrasion, by being buried m the decayed teeth of 
corpses, and so on 

One consequence of this is that long before the general cost-of- 
production theory of value was abandoned, there grew up along- 
No 174 — VOL XLIV N 
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Sid© of it what was called a quantity theory ” for the value of 
money. Ricardo himself, though he tried to beheve that cost was 
really the regulator of the value of currency as of all other 
important articles, yet declares roundly in the chapter on Taxes 
on Gold that the value of money is regulated entirely by its 
quantity “ The demand for money is regulated entirely by its 
value and its value by its quantity ” The passage should be set 
alongside of the third paragraph of the first chapter of the 
Principles, which begms with a statement that the value of some 
commodities is determined by their scarcity alone,” but ends 
with the proposition that the value of these same commodities 
** varies with the varymg wealth and inchnations of those who are 
desirous to possess them ” McCulloch questions whether a 
classical education would not have spoilt Ricardo as an economist, 
and perhaps that is true, but I cannot help thinking that much 
trouble would have been saved if in his youth he had written 
essays for a vigilant preceptor armed with a big blue pencil Of 
course, if the pomt had been clearly put before them, neither he 
nor anyone else would have demed that various thmgs, among 
which the most obvious is a change in the magmtude of the 
working population, will vary the value of a currency when its 
quantity has not varied at aU By the time, early in the present 
century, when E A Walker wrote the article on the Quantity 
Theory of Money ” for Palgrave’s Dictionary, the theory was 
reduced by those who supported, or at any rate did not dislike it, 
to the very innocuous doctrine that the value of money is 
determined, like the value of everythmg else, by supply and 
demand 

But it seems undemable that throughout that long period the 
causes of variation m the value of money which he on the demand 
Bide were very madequately treated. Partly this was the result 
of a fault m the method of exposition of economic theory The 
economists of the time were too fond of picking out some favourite 
influence and saying that somethmg depended on this influence 
ceteris paribus, other things bemg equal, or the same, or dis- 
regarded Then they would be attacked by someone who saw 
that some other influence had its importance and who could not 
or would not see that, no matter how much importance it had, it 
was one of the ‘‘ other thmgs ” which were impounded,” as 
Marshall says, in the ceteris paribus, so that the proposition 
attacked was quite sufficiently protected Even the supporters 
of the doctrine m question would often themselves forget this, and 
would defend the dootrme with acnmony, instead of pointing out 
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to their critic that it was quite open to him to pick out h^s 
favourite influence and relegate their own to the pound of ceteris 
'paribus In this way quantity and anti-quantity theorists had 
many a confused miUe which might have been avoided if they had 
only seen that it did not matter two straws whether they said that 
the value of money depends on its quantity when the demand for 
it IS unchanged, or that it depends on the demand for it when its 
quantity is unchanged On the whole the attackers of the 
quantity theory were the worse eqmpped for the fight, and failed 
consequently to make the best of the case for the demand 
influences 

Besides this, the historical events of the period favoured 
attention to the quantity side of the problem rather than the 
demand side The Black Death was a very old story, and I do 
not think any historian had ever hit on what seems the very 
obvious idea that the rise of prices which followed it was the 
result of the dimimshed population being left with an un- 
dimmished currency, so that David Hume’s well-known supposi- 
tion of the quantity of currency m each man’s pocket being 
increased overmght was fulfilled by diminution of demand 
instead of by mcrease of supply There was no such drop in 
population m the nineteenth century, and the mcrease which 
took place, though rapid, was contmuous. The changes which 
occurred m the monetary demand of mdividuals and institutions 
were not spectacular enough to force people to face the fact that 
such changes might be important On the other hand, at the 
begiimmg of the period the effects of increase of currency were 
fresh m men’s minds m consequence of the issue of assignats m 
France and the Bank restriction in England, while m the middle 
and at the end of the period there were changes m the production 
of both gold and silver which were spectacular enough to call very 
general attention to them and contmued long enough to affect 
appreciably the “ quantity,” and through the quantity, the value 
of gold and silver standard money 

But the war of 1914-18 opened a new era, in which the 
influence of demand has been no longer overshadowed by that of 
quantity It is true that quantity had a magmficent mmngs in 
the Continental inflations, culmmatmg when German thoroughness 
multiphed the mark till it fell to less than a bilhonth of its former 
value But smce 1914 we have seen first an immense fall in the 
value of gold money, and then an approximately equal rise, and this 
fiuctuation, quite unprecedented in combined magmtude and 
rapidity, cannot be ascribed to any change m supply or quantity, 
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Since the quantity has been increasing all the time, and rather more 
rapidly when the value was rising than when it was falling 
Change m demand has been much more important than change 
in supply. 

There seems good reason for behevmg that this supremacy of 
demand is hkely to continue mdefimtely Great losses of 
existmg quantity are almost impossible — even the amounts which 
go to the bottom of the sea are often recovered — and as the 
quantity above ground steadily increases, the proportion of what 
IS still below ground becomes smaller, so that the hkehhood of 
freshly discovered gold being large in proportion to existing 
quantity, and therefore having a big effect on its value, becomes 
smaller and smaller Moreover, great and rapid changes on the 
demand side are more and more probable as the world becomes 
less bound by custom and tradition and more and more capable of 
arriving at conscious decisions And, further, modern develop- 
ments have mdustriahsed the production of gold, so that instead 
of its being very largely a matter of chance whether much gold or 
httle IS being produced, we may rely on the production being 
encouraged by increase of value and discouraged by decrease of 
value almost as much as the production of iron or lead 

It IS consequently desirable to reverse the common piactice of 
forecasting the future value of gold by speculating on changes in 
its production and assuming that demand wiU either remain 
unchanged or steadily increase by some arbitrarily chosen figure 
such as three per cent per annum Instead, let us, at any rate 
for the time being, suppose that quantity will continue to increase 
at its present rate or at a rate very slowly dimimshing, and ask our- 
selves what are the possibihties and probabihties in regard to 
demand 

Under the inffuence of the passion induced by war nations will 
melt down their church bells to make guns, and become wilhng 
to exchange even so venerated an idol as the gold store of their 
central bank for mumtions and the military services of mercenary 
foreign troops They have always done it, and would do it again 
if a great war should recur But if that happens, scarcely anythmg 
wiU survive Let us not worry over so horrible a hypothesis, but 
confine ourselves to the troubles of peace-time 

I think tbe first thing to notice is that modern changes have 
wiped out what used to be the biggest and steadiest demand for 
gold, namely, the demand for the pockets and tills of the people 
JSTo longer are wealthy persons described as pursey ” , no 
longer do tenants of farms and houses accumulate gold to pay 
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N early half a centuiy ago Charles Booth broke entirely new 
ground in social research by his classical Survey of London 
The value of surveys of this nature has become increasingly evident 
with the passage of time , Charles Booth’s work in London is 
being repeated to-day and is m course of publication under the 
title of the New Survey of London Lfe and Labour Hitherto no 
investigation of comparable scope has been made outside London 
But contemporarily with the new London Survey an investigation 
has been made of Merseyside, a compact northern industrial area 
with about If million inhabitants The Merseyside Survey pre- 
sents a detailed and many-sided picture of life and industry , moi e- 
over, the results can be compared with those obtained in London, 
since care was taken to apply much the same standards of measure- 
ment in both cases The picture thus constructed not only has 
interest and value for the locality, providing an authoritative index 
of conditions at a definite date by which changes will be measured 
in future years, but it forms a complement to the London survey 
and helps to fill the gap in our detailed knowledge of conditions 
outside London 

The Merseyside Survey has been directed from the Social Science 
Department of the University of Liverpool The full Report is to 
be issued in three volumes They are likely to appeal to different 
classes of reader , the work has therefore been planned so that 
each volume is self-contained In the first, the whole population 
IS analysed and discussion centres on the housing problem, poveity 
and working-class expenditure The second volume is concerned 
with the earning part of the population and the unemployed , while 
the third is reserved for the dependent part of the community, 
including the difficult class that might be defined as sub-normal 
As the table of contents indicates, the problems raised in these 
volumes are clearly of national importance, and they are critically 
examined in a region that is in many respects representative of 
other parts of England 
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their next quarter’s rent Modern invention has provided a 
currency of paper, which most people have found more con- 
vement, and recent legislation has taken care that all should 
use it whether they hke it or not Now, though this was an 
economy of gold, it was not a very big one, since few countries 
had any very large sum in gold in actual circulation, and such as 
it was, the central banks promptly nuUified it to a great extent 
by increasmg their holdings The monetary demand for gold, the 
future of which we have to consider, is no longer the demand of 
the people for pocket and till money, but the demand of the 
central banks and of the persons who are called (not very correctly, 
as I shall show presently) “ hoarders ’’ 

First then of the demand of the central banks Can we fore- 
cast this at all ^ We may divide the subject usefully mto demand 
by the banks of countries on the gold standard and the banks of 
the other countries 

Most of the difdculty in arrivmg at a clear comprehension of 
the working of the gold standard arises from the widespread 
behef that under it gold, instead of being moved m response to 
different offers hke wheat and all other commodities, ‘‘ flows ” 
automatically about the world regardless of what can be got for 
it m the different countries Confused by this behef, the monetary 
authorities of countries which were adding enormously to their 
central bank’s stock of gold, have protested with their hands on 
their hearts that they have been unwiUmg recipients of the 
accessions which have poured m on them They honestly think 
that their acquisition of the gold was not due to their offering 
more for it than other people, smce they have been offering just 
the same amount as before — in their own currency This, of 
course, ignores the fact that the fixed amount of cuirenoy given 
for each ounce of gold has no mtrmsic unalterable value Each 
of the fixed prices in currency offered for the ounce of gold can be 
and IS varied m purchasing power from time to time, and gold is 
naturally sold to the country in which the fixed price has the 
highest purchasing power Incapacity to appreciate this was the 
more inexcusable having regard to the fact that it had long been 
known that over-issue of paper currency led to outflow ” of 
gold if outflow was caused by over-issue, why should not inflow 
be caused by under-issue ^ 

The explanation of the mistake seems to he in the common 
tendency to confuse general and national, that is local, economic 
phenomena To each nation, thinking of itself alone, it seems 
obvious that plenty of gold means cheap gold alias high prices 
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reckoned m its own gold-standard currency, and therefore imports 
of gold, caxtsmg greater plenty of gold in the importing country, 
must, it seems, tend to cheapen the national currency If the 
imported gold is not sterihsed ” by hemg locked up in vaults 
without any additional currency bemg issued m consequence of 
its presence, this is, of course, true enough, but that does not 
prevent the purchase of the gold by the country in question from 
having its natural effect of tending to raise the world-value of gold 
The national currency is lowered m value not to the value of gold 
as it was, but to its rather higher new value which is the conse- 
quence of the purchase The diimnution m the value has been 
caused not by the purchase and importation of the gold, but by 
the mcrease of the paper currency, and if that cmrency had been 
increased sufficiently to prevent any purchase and importation of 
gold, both its value and that of gold would have been lower than 
they became m consequence of the purchase and importation 
The importation and consequent increase of currency kept the 
national currency and gold on the same level, but that level was 
higher than it need have been, inasmuch as the world- value of 
gold was raised by the unnecessary demand 

Even if this had been perfectly understood, there is httle reason 
to suppose that it would have much affected the action of the 
national monetary authorities Those of them who protested 
that it was due to no action of theirs that gold was pourmg into 
their country were m reality imostentatiously rejoicmg in its 
arrival, and would not have stirred a finger to stop it if they had 
known how to do so The countries which received no inflow did 
not thank heaven that they were not acquirmg, by the sweat of 
their brow in producmg goods for export, a mass of unproductive 
metal, but bleated weakly about the “ maldistribution ” of gold, 
and were not sorry for, but only jealous of those who were 
gettmg it 

As it has been in the past, so it is hkely to be in the future for 
another half-century at least At the present rate of progress m 
economic education it is unlikely that understanding of the matter 
will become at all widespread in that length of time, and if it did, 
we may he fairly sure that the proper remedy would not be 
applied 

For what is that remedy ^ Evidently such a regulation of all 
the gold-standard currencies taken together as, m conjunction 
with the demand of non-gold-standard countries and the world’s 
demand for industrial purposes, will keep the value of gold 
approximately stable Eut is there the least probability of a 
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common authority being set up with the power of presoribmg to 
each of all the national authorities how much gold it is to absorb 
for monetary purposes ^ I should say, certainly not Regulation 
of armaments by mutual agreement is a comparatiTely simple 
matter compared with this, and yet is found, to say the least of it, 
very difficult 

In regard to regulation of demands for gold, as in the regulation 
of armaments, we have to face the fact that each country wiU 
inevitably play for its own individual safety. That safety under the 
international gold standard — we assume that the standard is 
to be adhered to without capricious “ goings off ’’ at early and 
frequent convemence — ^is to be looked for in a large reserve of 
gold out of which a run ’’ for gold on the country by persons and 
institutions outside it may be met when it occurs The danger of 
such runs has been much increased since the War by the slovenly 
conduct of national finances Instead of following sound financial 
tradition and funding their short-term obhgations mcurred durmg 
the War at the earhest possible opportunity, governments have 
been begmled by the lower interest of the short-term market into 
mamtaimng a mass of short-term obhgations scarcely smaller 
than the whole debt of pre-war times If held directly by persons 
abroad, the existence in any country of such obhgations, payable 
in gold or m currency convertible into gold, obviously increases 
the foreigners’ abihty to draw out much gold, but it also does so 
even when the obhgations are not held directly by foreigners 
They are then held at home by banks and kindred institutions 
which naturally hold that they are safe in accepting large 
deposits from foreigners if they put what they receive into 
Treasury obhgations which become due m gold in a few weeks 

As the recent conduct of governments suggests that they will 
go on neglectmg the most favourable opportumties for funding, 
we may expect an increase rather than a decrease in the demands 
for large gold reserves by each nation which is to any extent the 
depository for property which the owners desire to keep hquid and 
outside their own country, and there is no reason to expect that 
this increase of demand by the depository countries will be met 
by a corresponding decrease in the demand of the other gold- 
standard countries I do not overlook the wadespread hehef that 
extensive devaluation of currencies will meet and defeat the efiect 
of a largely mcreased demand, but I think that devaluation as a 
smgle once for all ” change can only give very temporary rehef 
The American idea is reported to be that devaluation sets free 
<< nvers of money ” by makmg gold reserves larger in proportion 
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to liabilities If, it is supposed, the liabilities of the banking 
system are 100 dollars and 40 per cent in gold dollars are in 
reserve, and then the 40 gold dollars are each cut in half, and each 
of the halves are called dollars, there will be 80 dollars in reserve, 
and consequently there will be great "" monetary ease ” For the 
moment this may be so, but in the long run the demand for gold 
will not be dimmished, since the habilities reckoned in dollars will 
grow till they too are doubled and have reduced the reserves to 
the old 40 per cent The amount which people want to keep 
liquid,” that is in such a form that they can be sure of having 
defimte sums of money to spend or invest when they ask for it, 
bears at any time a defimte relation to the general real wealth of 
the country In spite of the many curious doctrmes about the 
growth of bank deposits which are prevalent, it is generally 
admitted that there is a cormeetion between them and population 
and wealth N^o one, I think, will doubt that if the gloomy 
prognostication of the pamc-stricken bishop m August 1931 had 
been reahsed and the pound had fallen to what had been the value 
of the penny, bank deposits m this country, if it had withstood 
the shock pretty well, would now be already far on the way 
towards being 480 instead of 2 thousand milhons The diminu- 
tion of the value of the umt in which deposits are payable will, of 
course, dimmish the value of the deposits existing at the moment, 
but they will at once start climbmg again till they reach something 
like the old aggregate value, so that if a currency is devalued to 
50 per cent , we may confidently expect that after a few years the 
aggregate of deposits reckoned in the new umts will be double 
what it was reckoned in the old umts before the devaluation 
And, of course, when that point has been reached, double the old 
quantity of gold reserve will be regarded as necessary, and the 
demand for gold will be just as large as before the change 

To put the same thing in another way, if all business were done 
in troy ounces of gold, and then legislation were passed providing 
that the ounce should be reduced from 480 to 240 grams, debtors 
under existing contracts would rejoice and creditors mourn, but 
no one would suppose that the demand for gold would be 
permanently reduced, any more than they would expect the 
demand for coal to fall if Parliament decreed that a ton should 
henceforward be 1120 mstead of 2240 pounds avoirdupois 

Thus a once-for-all devaluation certainly raises prices, but it 
is once-for-all, and when prices have once risen in proportion to 
the devaluation, just as much gold wiU be demanded as before, 
and if there is a tendency to rise in the value of gold, this tendency 
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Will resume its working Of course, if devaluation were not once- 
for-all but was continuous, something per cent, this year, next 
year and all years after, it could successfully combat a con- 
tinuing tendency to a fall of prices reckoned m the currency to 
which the devaluation was apphed But this would not affect the 
demand for gold for reserve against the devalued currency With 
successive devaluations the amount of gold to be held in reserve 
against each dollar would be diminishing, but as the number of 
dollars would be proportionally increasing, the total of gold to 
be held would remain as before 

The question may be asked. Cannot the countries remaimng 
on or returning to the gold standard expect any assistance in 
keeping down the value of gold from the central banks of the 
countries which remain off, or go off, the standard '2 

Far too sanguine hopes have been entertained in this direction 
It has even been supposed by some that a stampede of countries 
going off gold might reduce the monetary demand for it almost 
to nothing It was forgotten that before the fall of value went 
very far it would be abruptly checked by automatic returns to 
the gold standard by this and other countries which, when they 
went off it, suspended the provisions of their laws providing for 
the sales of gold by their banks, but did not suspend the pro- 
visions requiring purchases of gold But this is only mcidental 
The really important fact about countries which go off the gold 
standard is that they do not in practice dinumsh their demand for 
gold but rather mcrease it Countries like Spam and Argentina 
have been for long periods off the gold standard, and have yet 
maintained their gold holdings without diminution This 
country went off in 1931 and has since mcreased its gold holding 
enormously The United States, though holding much more 
gold than any other country, embarked on a gold-buymg pohcy 
soon after dehberately departing from the old gold standard 
Countries off the gold standard have mdeed a plausible excuse 
for holding a certain amount of gold They can say that judicious 
management of such a fund — seUing some of the gold when the 
foreign exchange goes badly against the country’s currency and 
replacing it by purchase when the swmg is in the other direction — 
will dimimsh violent fluctuations m exchange and thereby facihtate 
commerce with the outside world This is perfectly true The 
only trouble is that the management is not likely to be judicious 
To use the fund judiciously the managers must be better specu- 
lators than the ordinary operators on the exchange markets In 
fact they are inclined by the traditional worship of gold to be too 
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niggardly in parting with, it, and to be too greedy in acquiring it 
Equalisation funds are tbns likely both, to grow and to consist 
more and more largely of actual gold rather than of domestic and 
foreign currency 

Leaving the central banks, we have to ask ourselves what are 
the probabihties of increase or decrease of demand on the part of 
the other institutions and the mdividtials which are said to hoard 
gold. Hoarding is not really a very good name for their action 
A hoarder is properly a person who keeps a store mdefimtely 
because he likes to keep it But the so-called hoarders of gold are 
becoming less and less of this type They do not now bury much 
gold in their gardens with no clear idea of how it is ever going to 
be useful to them They put it mostly m safe-deposit vaults — 
preferring a foreign country for the purpose, because governments 
have shown themselves more ready to steal gold from their sub- 
jects than from foreigners — ^with the full intention of taking it 
out and parting with it when it has risen in value measured in 
their national currency They are speculators m gold, holding 
for a nse in its currency value The more frequently devaluations 
take place, the greater are their holdings hkely to be. 

About the industrial demand, all we can say is that as gold is 
used chiefly for ornament and ostentation, and for these purposes 
high value is a recommendation, we can scarcely expect from that 
quarter any counteracting of the tendency of gold to rise m value 

If a monetary standard was known to be steadily rising, and 
to be certain to go on rismg steadily at the same rate, the rise 
would probably be harmless At any rate we may be sure that 
it would not cause the difficulties which come from unexpected 
violent deflation Somehow or other people would get into the 
way of allowing for it in all their monetary transactions and con- 
tracts But there is good reason for expecting the generally 
increasing demand for gold to act in fits and starts Equahsation 
funds, central banks and hoarders are not at all hkely to produce 
between them anything but an extremely unsteady demand 

Though it IS going a httle beyond my title, I should hke to add 
that while gold has thus been deteriorating as a standard, the only 
alternative at present practicable, inconvertible paper currencies, 
independently controlled m each country, has greatly gamed m 
respectabihty While gold has been losing ground because the 
demand for it has become more unstable, inconvertible paper has 
gained ground because, though the doctrine of due hmitation of 
quantity is still very imperfectly understood, hmitation of some 
sort is, m fact, practised. The awful example of the eflects of 
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unlimited issue which the Germans worked out in 1923 has 
terrified the world. Even the bold Eoosevelt in search of a rise 
of prices, preferred to push the most unlikely buttons rather 
than the one labelled greenbacks/’ which would certainly be 
effectual. So far neither England nor any of the countries 
which have gone off gold since she did in 1931, appear Hkely to 
go far towards Hmitless issue and bottomless depreciation. And 
if any of them should do so, it would not be from a misapprehension 
of the old kind but from an insane desire to give exports to the 
foreigner, not for gold but for nothing at all. 

Edwik Cakkak 



THE DEMAND EOR MONEY 

Most quantity theories of money are ostensibly demand and 
supply theories Unfortunately, less attention has been given 
to the demand for than to the supply of money In fact, some 
expounders of the quantity theory ignore altogether the demand 
for money, and proceed on the assumption that it is only the 
supply that counts This ignormg of the sub]ect of demand and 
concentration on the subject of supply seems to be based on the 
further assumption that the demand for money is, at a given time 
and under a given set of circumstances, fixed, that it consists 
exclusively in the number of commodities and services that are 
for sale , that the elasticity of the demand for money is umty, 
or that the demand for one kind of money is the same as that for 
any other kind None of these assumptions is true, either in 
theory or fact At least, as must be granted even by its defenders, 
it IS not to be accepted without a critical examination The 
presumption is that the purchasmg power of money is the result- 
ant of two variable factors, the demand for it and the supply of 
it, and not of a single factor 

If the demand for money consists exclusively in the money 
work to be done, to use Walker’s phrase, and if the money work 
to be done consists exclusively in the purchase of commodities 
and services, which is not true, as wiU be shown later, it would 
seem to foUow that one kind of money would do as well as any 
other, and that one would have the same purchasmg power as 
another, provided the quantity issued were the same If that 
were true, going off the gold standard should not be followed by 
any depreciation of paper money, provided there was no increase 
m the quantity Moreover, not only would irredeemable paper 
money have the same purchasing power as redeemable paper 
money, but non-legal tender paper would have the same purchas- 
ing power as legal tender, and paper which the Government 
refused to accept for duties and taxes would have the same 
purchasmg power as money which it was wiUing to accept This 
is known to be contrary to fact It seems necessary, therefore, 
to re-examine the quantity theory If the depreciation of 
irredeemable paper, or of paper which is not legal tender and not 
accepted by the Government, cannot be explained solely on the 
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ground of an increase m the supply of it, there is at least a possibihty 
that it may have to he explained on the ground of a decrease in 
the demand for it 

The demand for money hke the demand for anything else, 
IS the resultant of two factors the desire for it and the possession 
of something to give in exchange for it This statement would 
stand even if one beheved that the desire for money were infimte, 
or that it was the equivalent of the desire for everything that 
anyone wanted to buy Even that desire for money would not 
constitute an efEective demand for it unless there were things 
that could actually be given in exchange for it The total number 
of commodities offered for sale constitute the ability to pur- 
chase ’’ money, and not the desire for it To confuse the abihty 
to purchase a thing with the desire for it is to fall into a logical 
error 

Besides, it is not correct to say that the desire for money is 
the equivalent of the desire for all the commodities and services that 
anyone cares to buy That is like saying that the desire for axes 
IS the equivalent of the desire for all the wood that axes will chop 
There are other ways of getting wood The total desire for axes 
IS based on the superiority of axes over other instruments that 
might be used It is the equivalent of the total desire for all 
the savings which axes make possible, over other known ways or 
instruments Similarly, the total desire for money is based 
partly on the superiority of money over other ways of gettmg 
the things which money will buy, and partly on its utihty as a 
store of value It is the equivalent of the total desire for the 
savings which money enables us to make in the getting of the 
things which money will buy, and its superior convemence as a 
store of value 

A parallel argument contends that the utihty of money is the 
utihty of all the things which money will buy As an explanation 
of the purchasing power of money this is singularly naive It 
ought to be reasonably clear that the utihty of money is its 
usefulness Why is money useful Because of the economies 
which result from its use Some of these economies are easily 
understood when one considers the difficulties of barter Part 
of the usefulness, or the utihty of money, consists in its power to 
remove those difficulties To say, on the other hand, that the 
purchasmg power of money depends on its utihty, and that 
its utihty IS that of the things it wiU purchase, resolves itself into 

^ This IS soHciotuiiGS called, the effective demand , but there seems to he no 
good reason for retaining the adjective 
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the not very illuminating proposition that the purchasing power 
of money depends upon the thmgs which it will purchase That 
proposition, either in its abbreviated or its expanded form, still 
leaves us in the dark as to what determines how many things it 
will purchase 

If it IS reasonably clear that the desire for money is one factor 
in the demand for money, and the possession by the people of 
commodities and services to give m exchange for it (to pur- 
chase ’’ it) IS the other factor, we may proceed with our analysis 
There are other ways of exchangmg goods and services besides 
the use of actual money If the money in existence becomes, 
for any reason, less desirable, more exchanges may be effected 
in these other ways If this is done, there is a decrease m the 
demand for money, and, unless the supply is correspondingly 
decreased, its purchasmg power will fall and prices, quoted in 
terms of money, wiH rise 

One of these other ways of effecting exchanges is direct barter, 
always an appreciable though minor form of exchange Barter 
of commodities and services by means of book credit is of more 
importance than is appreciated by those who are not famihar 
with the practices of country stores Exchanging services for 
goods IS also a practice of some importance Besides, the number 
of goods and services for sale is not unaffected by the kind of 
money available In a period of unstable currency, farmers and 
some others reduce their trading operations Subsistence farm- 
ing and making goods for home consumption are ways of avoiding 
the use of a kind of money in which people have lost confidence 
In extreme cases, such as the post-war inflation in certam con- 
tinental countries, the resort to barter was noticeable It was a 
way of makmg the necessary exchanges without having to accept 
a kmd of money the purchasmg power of which was perceptibly 
shrinking fi:om day to day and feom hour to hour. 

Agam, a depreciatmg or an uncertain currency may, in some 
cases at least, result m hoardmg commodities When, for ex- 
ample, it IS beheved that the money m circulation is of doubtful 
purchasmg power, with a consequent instabihty of commodity 
prices, the owners of commodities have a motive for holding them 
The present (January 1934) pohcy of the Umted States G-ovem- 
ment of offermg higher and higher, or at least unpredictable, 
prices for gold, with the imphed purpose of mflation, provides 
gold-mmers and other owners of gold with an excellent motive 
for holdmg it. ISTothing but the threat of a jail sentence or some 
other form of unpleasantness can counteract that motive In 
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the case of gold, at least, there may be a decrease in the quantity 
offered in exchange for a kind of money which is, for any reason, 
deemed undesirable The same may be true of other commodities 
In short, the relative desirabihty or undesirabihty of the kind of 
money in circulation is a factor in determimng the quantity of 
commodities and services offered for sale 

It may be suggested, however, that when the Government 
repudiates its promises to pay gold for paper, the circulation of 
paper money speeds up, and that this increase in the velocity of 
the circulation constitutes an effective increase in the supply of 
money That the total power to effect exchanges by means of 
money is a product of the volume of money multiphed by its 
velocity of circulation is not questioned, but why should the 
velocity of circulation of paper money be speeded up by re- 
pudiation “2 One answer and, so far as the writer knows, the only 
answer, is that when paper money is no longer redeemable it 
becomes less desirable, and therefore is spent more promptly 
It loses some of its desirabihty as a store of value Those who 
have it are more anxious to get rid of it, or less anxious to keep 
it, therefore they spend it more quickly than they did when it 
was redeemable 

There are two rephes to that argument, either of which is 
sufficient First, the argument is an admission that irredeemable 
paper is less desirable than redeemable paper If it is less desir- 
able, there is less demand for it If there is less demand for it, 
its purchasing power will fall unless the lessened demand is 
balanced by a decrease in the number of commodities and services 
offered for sale Secondly, admitting that irredeemable paper is 
less desirable than redeemable paper, this is just as hkely to 
affect the sellers as the buyers of commodities and services If 
repudiation makes those who have money more eager to get rid 
of it and therefore more eager to buy, it also makes those who 
have commodities and services less eager to get it and therefore 
less eager to seU They have to be bribed to sell by the offer of 
higher prices There is no reason to think that potential buyers 
are more strongly affected by the decreasing desirabihty of 
money than potential sellers The increased eagerness to buy is 
cancelled by a decreased eagerness to sell The net result is 
likely to be no increase at all in the total sales, measured m terms 
of commodities and services, and no real increase m the velocity 
of circulation Yet a decrease in the desire for paper money on 
the part of both buyers and sellers would certamly cheapen it 
In short, it is ihe deo 3 ?ea^ in the desire for paper money and not 
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an increase in its velocity of circulation which explains its de- 
preciation after repudiation In reahty, it is the decrease in the 
desire for it which explains any presumptive increase in its 
velocity 

One of the uses of money, or one of the purposes for v/hioh it 
IS desired, is to serve as a store of value This use may he less 
important than its use as a medium of exchange, hut its im- 
portance is considerable Usmg money as a store of value does 
not necessarily mean hoarding it, though it may mean that, 
and so long as there are hoarders, their desire for money must 
constitute a part of the total demand But using money as a 
store of value may also mean keeping a little money in one’s 
pocket for unforeseen uses when cash may he necessary, it may 
mean keeping an adequate working balance in one’s cash drawer, 
and, of course, it may mean keeping adequate hank reserves 
This use of money is closely associated with its use as a medium 
of exchange, hut the two uses are logically separable In order 
to serve e:ffectively as a store of value, an article must have 
general and fairly stable purchasing power Other things besides 
money have this kind of purchasing power and may and do serve 
as stores of value The precious metals m bullion form as well 
as com serve this purpose So also do precious stones, jewellery, 
rich raiment, and various other things On the other hand, 
bank cheques serve very well within limits as media of exchange, 
but not as stores of value 

In times of rapid inflation, money becomes a poor store of 
value, though still serving as a medium of exchange In such 
times, other commodities tend to be substituted for money as 
stores of value This is coming to be called hoarding com- 
modities, but the phenomenon is not new Oriental countries 
have long used, as stores of value, commodities which combine 
great value with small bulk At the present time in the United 
States, with the threat of mflation hanging over every one, there 
IS a noticeable tendency to store up other durable things, such 
as canned goods, clothing, and even bedding While these are 
stored for home use rather than as a fund of purchasing power, 
and are therefore rather poor stores of value, nevertheless they 
seem to be displacing money, to a shght degree, as a store of 
value 

As a result of this shght tendency to substitute other com- 
modities for money as a store of value, there is, first, a shght 
increase in the demand for those commodities that can be stored, 
and, secondly, a shght decrease in the demand for money The 
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combined result of these is a fall m the purchasing power of money 
and a rise in the price index This results in a greater fall in the 
purchasing power of money than could be explained solely on 
the ground of an increase in its supply In fact, as shown above, 
there may be a fall in the purchasing power of money without 
any increase in its supply In that case, the total purchasing 
power of all the money in the country may decrease without 
any decrease in the number of commodities and services on the 
market There may also be less total purchasing power in the 
form of money after inflation than before That would certainly 
happen if inflation decreased the desire for money and increased 
the desire for other commodities as a store of value The elas- 
ticity of the demand for money may be less than umty 

There is a somewhat popular but incorrect opinion to the 
effect that the total purchasing power of all the money m existence 
must be equal to the total pui chasing power of all the exchange- 
able commodities and services in existence The only possible 
way of supporting this opimon is to say, first, that the total 
purchasing power of money is the product of its volume multiplied 
by its velocity and, secondly, that the total purchasing power of 
commodities and services is the product of their volume multiphed 
by their velocity This is a dangerous and unsatisfactory 
subterfuge There is, to begin with, the difficulty of attaching 
the concept of velocity to a service which is rendered and paid 
for but once Again, there is no necessary relationship between 
the velocity of money and the velocity of the commodities and 
services which sell for money In order to find out what is the 
velocity of a hodge-podge of commodities and services, each of 
which has its own velocity, if it has any, it is necessary to beg 
the question by assuming, to begin with, the equahty of the two 
products mentioned above Havmg made this assumption, 
the process is simple It is only necessary to find, first, the pro- 
duct of the volume of money multiplied by its velocity, and, 
secondly, the volume of commodities and services Then you 
divide the former by the latter, a process which does not add 
anything to the assumption with which it started 

There is only one defimte ratio that can be estabhshed between 
the value of money and the value of commodities At a given 
time, a certain quantity of money is being transferred from one 
person to another in the purchase of commodities, and a given 
quantity of commodities is bemg transferred from one person to 
another in exchange for money These two quantities, the money 
actually being paid for commodities and the commodities actually 
No 174 VOL XLIV o 
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being sold for money at tbe same time, may be assumed to be 
equal m value or purchasmg power But, at that time, there is 
a great deal of money and a great mass of commodities not in 
process of transfer Between these two quantities there is no 
necessary or known ratio It may change firom time to time, 
and there is no possible way of determimng in advance what that 
ratio IS likely to be 

As already stated, the demand for money is the resultant of 
two factors . the desire for it and the number of things available 
for sale The desire for it is, in turn, made up of several elements 
First, there is the fact that the Government will accept it in 
payments to itself, secondly, there is the fact that creditors must 
accept it , thirdly, there is the fact, sometimes, that the Govern- 
ment will give gold for it , fourthly — eb resultant of the first three — 
there is the fact that custom has made it acceptable m private 
purchases Remove any of these elements and the purchasmg 
power of money will decrease without any increase in the quantity 
of money or any decrease in the number of commodities and 
services available for exchange 

One element in the desire for money — that is, one of the things 
which make it desirable — ^is the fact that the Government will 
accept it in payments to itself This element alone would create 
a demand for money and enable the Government to float a small 
quantity, even of irredeemable and non-legal tender paper money, 
without depreciation Take away this element — that is, let the 
Government refuse to accept it, even in the purchase of postage 
stamps — and it becomes less desirable, and still less could be 
circulated without depreciation An excellent illustration is 
found in the famous case of President Jackson’s Specie Circular 
Large numbers of state bank-notes which had no other basis of 
value were enabled to circulate by the simple fact that the Govern- 
ment of the Umted States was willing to accept them in payment 
for Government land which was then being sold on a large scale 
When the President announced m his Specie Circular that only 
specie would thereafter be accepted, the sole basis of the value 
of many of those bank-notes was destroyed, and they became 
practically worthless Even private compames, when the law 
permitted it, have been known to issue their own scrip and 
circulate it, very much as money circulates, m local commumties 
They did this by simply acceptmg then own scrip in the purchase 
of supphes at the company stores Let such company refuse to 
accept its own scrip and the value of the scrip would disappear 
as promptly as that of a bank cheque disappears when it cannot 
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be converted into cask, or as state bank-notes did wken President 
Jackson refused to accept them m payment for Government 
land 

So long, therefore, as the Grovernment is wiUing to accept 
a given kind of money in payments to itself, that fact alone makes 
it desirable, and creates a demand which will enable it to float, 
in hmited quantities, without depreciation Let the Government 
refuse to accept it for customs duties, or for any other payment 
to itself, and it becomes less desirable Again, let the Govern- 
ment actually accept one kind of money, but refuse to accept 
another, and the one kind becomes more desirable than the other 
In such a case, it is incorrect to say that all kinds of money are 
equally desirable Less of the kind discriminated against could 
be circulated without depreciation than would be possible if 
there were no discrimination 

Another element in the desirability of money is the fact that 
it IS legal tender for the payment of all debts, private as well as 
public That fact makes it desirable to debtors, and their 
desire would create a certain demand for it and enable a hmited 
quantity to circulate without depreciation Take away this 
element of desirabihty from money in general, or from a given 
kind of money, and it becomes a httle less desirable Make one 
kind of money full legal tender but not another, and the former 
becomes more desirable than the latter 

Another large element in the desirabihty of money, probably 
a resultant of the other two, exists when custom has made it 
acceptable in the purchase of all commodities and services from 
private individuals It is too frequently assumed that this is 
the sole element in the desirabihty of money The fact that the 
Government agrees to accept it, and does not discrimmate against 
one kind, together with the fact that creditors muse accept it, 
are elements of almost equal importance In fact, without these 
two elements it is not certain that the custom of receivmg money, 
or any given kind of money, especially irredeemable paper, in 
the purchase of commodities and services would ever become 
general 

This suggests an interesting subject for research Let some 
investigator make a study of the known and verifiable cases of 
paper money of the following description First, it is not redeem- 
able or convertible into metalhc money Secondly, it is not 
accepted by the Government which issued it in payments to itself 
Thirdly, it is not legal tender Fourthly, it circulates generally 
and IS generally accepted by private sellers in payment for goods 

02 
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and services Such a study might yield significant even if 
negative results The paucity of such cases would at least 
suggest the thesis that the fourth of the above-named conditions 
depends upon one or more of the first three In other words, 
the desirabihty of paper money as a general medium of exchange 
depends upon another form of desirabihty which has to be created 
by positive action on the part of the Government or the authority 
which issued it Such positive action may consist in the promise 
to exchange gold or silver for it, in the promise to accept it in 
payments to itself, or in a legal tender law requiring creditors to 
accept it 

This brings out an important difference between paper cur- 
rency and that which is sometimes miscalled bank money,” 
but which should be called bank credit or, better still, bank 
cheques This so-called ‘‘ bank money ” is not accepted freely 
from every one in payments to the Government, it is not legal 
tender for the payment of debts, and it has not yet become 
customary to accept it without a personal guarantee or endorse- 
ment m the purchase of commodities The sole element in the 
desirability of this so-called bank money ” is its convertibihty, 
or, more accurately, the abihty of the holder to get currency for 
it The instant it loses its convertibility or its redeemabihty in 
currency it loses all or practically all of its desirabihty and 
becomes worthless even as a medium of exchange The demand 
for commodities does not constitute a demand for this so-called 
money 

In this respect, bank-money ” may seem to bear the same 
relation to currency that gold-supported paper currency bears 
to gold But this IS only one point of similarity In at least 
three other respects they are dissimilar Paper currency has, 
as stated above, three other elements of desirability besides its 
redeemabihty These are, to repeat, its acceptance by the 
Government, its legal tender quahty, and the fact that it has 
become customary to accept it in full and final payment for 
commodities and services Because of these three elements of 
desirabihty, paper currency, in considerable quantities, may 
continue to circulate, without serious depreciation, even after it 
has lost its redeemabihty “ Bank money,” having none of these 
other elements of desirabihty, and being dependent solely on its 
redeemabihty, loses all its value and all its circulating power when 
it loses its redeemabihty 

This also explains a fact of common observation, which some 
of the more extreme members of the so-called hard money” 
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school have never been able to explain These extremists have 
insisted that, without redeemabihty in some kind of money 
havmg a metallic value, paper money must necessarily depreciate 
more and more It might, they were wilhng to concede, circulate 
for a time through the sheer momentum of custom, but, without 
a metalhc base, or without redeemabihty in some kind of money 
the value of which depended on something else than the fiat of 
Government, it must eventually dechne These extreme theorists 
overlooked the other elements in the desirahihty of paper money 
When these other elements of desirability are present, our con- 
clusion IS that irredeemable paper money will circulate, %n hrmted 
quantities, without serious depreciation 

Certain champions of paper currency accept this conclusion 
and then proceed to make too much of it They are in the habit 
of saying that if the Government will not discriminate against 
irredeemable paper, it will have the same purchasmg power as 
gold, provided the quantity of paper currency is not increased 
too far In other words, if the Government will accept paper 
on a parity with gold in all payments to itself, which is quasi- 
redeemabihty, and if it will declare both paper and gold to be full 
legal tender foi all debts, paper, it is claimed, will circulate on a 
parity with gold even without the element of redeemabihty 

This overlooks one of the most important elements in the 
desirabihty of paper money, namely, the ability to get gold for 
it There are, or have been, two ways of getting gold for paper 
one IS to go on the market and buy it at the prevailing price as 
one would buy any other commodity, the other is to go to the 
Treasury or the Central Bank and get a fixed quantity of gold 
for each and every paper unit presented The first of these two 
methods does not preserve any fixed ratio between the purchasmg 
power of gold and that of paper money The other, which is 
called redemption, does preserve such a ratio Moreover, the 
latter method gives greater desirability to paper money than the 
former It is more advantageous to the possessor of a paper 
dollar, pound, franc, mark, or lire to know that he can always 
get a fixed quantity of gold for it — say 25 8 grams, 9/10 fine, for 
a dollar, than to know that he can always go on the gold market 
and get an uncertain and unpredictable quantity for his paper 
umt ^ To some people at least, a paper dollar redeemable in a 
fixed quantity of gold is more desirable than one not redeemable, 

^ Of course, the principle is the same no matter what the unit of value may be 
For convenience, therefore, the writer will use the dollar, with which unit he is 
more familiar. 
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even though the latter will purchase some uncertain and variable 
quantity of gold on the market While, therefore, considerable 
quantities of irredeemable paper can be circulated without 
depreciation, still larger quantities of redeemable paper could be 
so circulated 

The interchangeability of gold and paper is not the only 
kind of interchangeabihty In the United States we have several 
different kinds of paper money, but it is the policy of the Govern- 
ment and the banks to keep them all at par with one another 
In order to accomphsh this, they are all interchangeable at the 
Treasury and at the banks Because of this interchangeability, 
they are all virtually fused into one kind of paper money The 
average man never notices nor cares to notice what kind of paper 
money is offered him so long as he is satisfied that it is not counter- 
feit All kinds of paper money look ahke to him He probably 
does not even know the difference between one kind and another 
until it IS explained to him If they were not interchangeable, 
he would probably know the difference At least he would have 
a motive for learning about the different kinds 

Because of this interchangeability, different kinds of paper 
money circulate at par with one another even though there are 
differences, which, to some, may seem important The Umted 
States notes (greenbacks), for example, are techmcally not 
acceptable in payment of duties on imports Even though they 
were actually rejected by the collectors of duties, they would 
probably circulate at par with other forms of currency so long as 
they were all interchangeable If the offer of greenbacks should 
be rejected, the payer of an import duty could walk to another 
window and get some other kind of money in exchange for his 
greenbacks and pay his duty with the other kind In short, 
interchangeabihty is so important in determining the relative 
desirabihty of different kinds of money as almost, if not com- 
pletely, to neutrahse all other differences This applies to 
differences between gold and paper as well as to differences among 
the various kinds of paper So long as paper is redeemable in 
gold, or so long as they are jffeely interchangeable, their parity 
becomes so much a matter of course that it is easy to forget the 
underlying cause of their parity It is the fact of convertibility 
that makes one kind of money as desirable as any other 

It IS no answer to say that no one wants gold so long as paper 
money will purchase everything that gold will purchase The 
fact IS that gold is desired, in smaller or larger quantities, for 
other purposes than the purchase of commodities The fact 
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that those who want it for these other purposes can always get 
it at the Treasury, in definite and known quantities in exchange 
for paper, is an element in the desirabihty of paper Even though 
gold he desired for those other purposes by very few persons, 
nevertheless these few, with their desire for gold, and their pur- 
chasing power, constitute a part of the total demand for paper 
money Serve notice on them that the Government will no 
longer redeem paper with gold, and their desire for paper will be 
somewhat dimimshed Those who merely want gold as a store 
of value are a part of the market, and their desire for gold is a 
part of the demand for paper money 

More important, of course, is the desire for money for use in 
international trade Paper money, not being legal tender in 
foreign countries and not being accepted by foreign governments 
in payments to themselves, lacks two elements of desirabihty 
abroad which even irredeemable paper possesses at home Foreign 
sellers have a weaker desire for our paper than our own sellers 
show Since foreigners prefer gold to our paper, those engaged 
in foreign trade, or having payments to make abroad, are also 
hkely to prefer gold to paper, dollar for dollar For the same 
reason, they have a stronger desire for redeemable than for irre- 
deemable paper If they cannot get gold in defimte and known 
quantities for paper, their desire for paper weakens Their 
weakened desire reduces the total demand for irredeemable 
paper In short, both foreign traders and those who desire a 
store of value show a weaker demand for irredeemable than for 
redeemable paper 

Moderate advocates of paper currency accept this as a fact, 
and propose a scheme under which gold in fixed quantities may 
always be had at the Treasury for purposes of international 
payments With this hmited redemption of paper in gold, it is 
hoped that paper money can be kept from depreciating by merely 
refraimng from increasing the quantity of it This is an admission 
that the abihty to get gold for paper is an element in the desir- 
abihty of, and therefore in the demand for, paper money In 
other words, it is not altogether a question of supply But this 
admission prepares the way for another 

In a time of uncertainty, such as the present, the desire for a 
store of value becomes rather strong Until confidence in the 
Government is restored, paper money does not fully satisfy that 
desire The Government, havmg repudiated its promise to pay 
gold for paper, has helped to destroy that confidence The 
desire for paper money is perceptibly less, or the preference for 
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some other store of value is perceptibly stronger than it was before 
the repudiation 

The question has come up in the United States whether 
reducing the gold content of the dollar will cheapen it and raise 
prices By reducing the gold content of the doUar is meant 
giving fewer grains of gold for a dollar Whether a fixed quantity 
of gold IS given for paper dollars by the United States Tieasury, 
under the old plan of redemption, or whether fixed quantities are 
sold for a dollar, under the proposed new Government-controlled 
gold market, should make no difference The essential point is 
that the Government, through one agency or another, agrees to 
give a fixed quantity of gold for every paper dollar piesented 
The question at issue is. Will a reduction in the number of grains 
given for a dollar tend to cheapen it in terms of other commodities 
as well as gold , that is, will it raise prices 

Before seeking a final answer to that question, three pie- 
liminary questions may be raised fiist, if decreasing the gold 
content of the dollar or any other unit by 50 per cent will not 
cheapen it and raise the general price level, will a decrease of 
100 per cent in the gold content cheapen it and raise prices 
Secondly, if deci easing the gold content of the umt 100 per cent 
will not cheapen it, of what use is the gold standard Thirdly, 
IS there any middle ground between two positions first, that 
a deciease in the gold content of the dollai will raise commodity 
prices , and secondly, the position that the gold standard is of no 
use whatsoever, and we might as well continue indefinitely with 
our irredeemable paper money ^ 

Most monetary theorists, at least those who believe in a gold 
standard, will agree that, without redeemability, paper money 
will depreciate to some degree That seems to imply that paper 
money gets at least a part of its purchasing power from its re- 
deemability in gold It would scarcely be consistent with that 
conclusion to say that a smaller quantity of gold given for a 
paper dollai would give it the same purchasing power as a larger 
quantity Yet that is virtually the position of those who deny 
that decreasing the gold content of the dollar will cheapen it 

The question becomes, therefore. Can as many irredeemable 
as redeemable paper units be circulated without depreciation ^ 
If so, keeping a gold reserve for the purpose of redeeming papei 
IS a useless waste If not, ledeemmg paper with less gold will 
make paper money cheaper than redeeming it with more gold 
Another idea, somewhat current at the present moment, is 
that paper supports gold as truly as gold supports paper If 
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that means that the suspension of gold payments, or going off 
the gold standard, is as likely to result in a cheapemng of gold as 
of paper, it can be easily tested So long as gold and paper are 
freely convertible, they will, of course, have the same purchasing 
power So long as that is true, there is no empirical demonstration 
that gold does not derive a part of its purchasing power from the 
fact that paper can always be had for it The test comes when 
they are severed by the suspension of convertibihty If paper 
falls in purchasing power and gold does not, it would seem to 
demonstrate that gold had been supporting paper, and not that 
paper had been supporting gold In short, it is about as absurd 
to say that paper supports the purchasing power of gold as to 
say that bank cheques support the purchasing power of the 
currency for which they are exchangeable 

In no other way can the present depreciation of the paper 
dollar be explained than on the ground that it derives a part of 
its desirability from its convertibihty There has been as yet 
(January 1934) no increase in the supply of paper money in 
the Umted States The depreciation must be explained on the 
ground of a decrease in the demand for it That decrease in the 
demand for it cannot be explained on the ground of a decrease in 
the number of commodities and services available for exchange 
It must be explained on the ground of a decrease m the desire for 
paper money That decrease in desire followed immediately 
after repudiation In short, repudiation did not increase the 
supply of money , it reduced the demand for paper money by 
destroying one element in its desirabihty ^ 

While it IS freely admitted, in this paper, that limited quantities 
of irredeemable paper money may ciiculate without depreciation 
in terms of a price index of commodities, we have purposely laid 
emphasis on the words limited quantities ” If our reasoning 
IS correct, a larger quantity of redeemable than of irredeemable 
paper can be circulated without depreciation This is shown 
also by the fact that, after the United States repudiated its 
gold promises, its paper money began to depreciate without any 
increase in the quantity in circulation If it had been desired to 
prevent depreciation, it would have been necessary to reduce the 
quantity of money in circulation This suggests some possible 
difficulties when the time comes, if ever, when it is desired to 

^ It may be argued that paper prices in England did not rise after the Govern- 
ment repudiated its gold obligations What happened, however, was a definite 
check m the downward tendency of prices which had been going on for some time 
To check a downward tendency of prices, under any theory of economic causation, 
IS the same as to start an upward tendency 
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stop fiirtlier depreciation It may be necessary to impose on 
tbe country a shortage of money in order to counteract its 
decreasing desirability and to check depreciation 

The fact that paper money has other elements of desirability 
than its redeemabihty in gold helps to explain the lag m the 
rise m the price of commodities when the gold content of the 
dollar IS decreased ^ If the sole element in the desirabihty of a 
paper dollar were the abihty of the holder to get gold for it, there 
would be no such lag A paper dollar would, in that case, be 
very much hke a bank chec^^ue Let a bank announce that all 
existing cheques would be redeemed, not at 100 per cent , but 
at 70 per cent of their former value, and the purchasing power 
of each outstanding cheque would instantly fall to 70 per cent 
of Its former value With a paper dollar, however, there are 
the three other elements of desirabihty discussed above That 
bemg the case, its total desirabihty does not instantly decrease 
m exact proportion as the decrease in the quantity of gold which 
may be had for it It will stiU be accepted by the Government 
on the old basis , it will still pay debts at the old rate, and the 
customary prices of many commodities will continue through 
sheer momentum 

In the purchase of foreign goods in foreign markets, the pur- 
chasing power of the monetary umt does fall rather promptly 
in proportion as the gold content is reduced The reason seems 
to be that, in foreign countries, paper money occupies a position 
somewhat analogous to that of a bank cheque at home That is 
to say, the foreign government does not accept it, it is not legal 
tender, and it does not possess the customary value it has in 
its home country In other words, its principal if not its sole 
element of desirability is found in the ability of the possessor to 
get gold for it Beducmg the gold content, therefore, reduces 
its desirabihty promptly and proportionately in a foreign market 

It IS the behef of the writer that this analysis of the demand 
for money, or some analysis, laying emphasis on the dilterent 
elements in the desirabihty of money, the varying desirabihty 
of the same kind of money in different places, and the differences 
in the desirabihty of different kinds of money m the same place, 
IS necessary to explain many points m monetary theory and 
history This is well illustrated by the history of the greenbacks 
during the American Civil War There was no great quantity 

^ Baising the paper price at which gold is bought and sold on the offilcial. 
Government-controlled market is here considered as equivalent to decreasing the 
gold content of the dollar. 
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issued, and, more particularly, there was no great or sudden in- 
crease in that quantity after the suspension of specie payments 
during the war, yet they promptly depreciated The only ade- 
quate explanation is that they lost one element of their desirabihty 
when they lost their redeemabihty Another element of desir- 
abihty was destroyed by the clause which declared that they 
were not legal tender for the payment of duties on imports ^ 
Again, as Professor W C Mitchell has shown, ^ the depreciation 
of the greenbacks fluctuated according to the failure or success 
of the Umon armies There were no changes in the supply to 
explain these fluctuations The only reasonable explanation is 
that greenbacks seemed more desirable when the Umon armies 
were succeedmg than when they were faihng The reason for 
that was probably that the prospect of their redemption seemed 
less remote when the Union cause was gaimng than when it was 
losing 

Again, after the Resumption Act of 1875, which provided 
that the Government should begin paying specie for greenbacks 
on January 1, 1879, the purchasing power of the greenbacks 
steadily rose until they reached parity with gold on the mormng 
of the day when specie payments were resumed There was 
no decrease in the supply of paper money during this period to 
explain this rise in its value It was wholly the result of an 
increase in its desirabihty There was, for those six years, a 
steady fall of prices from the plateau of inflated paper prices to 
the low ground of gold prices 

As stated above, the present depreciation of the American 
paper dollar cannot be explained on the ground of any sudden 
increase in the supply after repudiation One may go further, 
and safely predict that if the Government should defimtely return 
to gold payments with the gold dollar of its former weight and 
fineness, the purchasing power of the paper dollar would rise 
promptly, even though there were no decrease in the quantity in 
circulation or in existence Some increase in the purchasing 
power of the paper dollar would probably result even from a 
partial resumption of gold payments Suppose, for example, 
that the Government would pay gold for paper at the old ratio 
in limited quantities and for certain specific purposes (even for 
such minor uses as dentistry), even this would make paper a httle 

1 Neither were they legal tender for the payment of interest on the pubho debt, 
but this could hardly have affected their desirabihty from the standpomt of a 
private mdividual 

2 A History of the Qreenbachs, pp 203-205 University of Chicago Press, 
1903 
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more desirable and would, theoretically, slightly though perhaps 
imperceptibly, increase its purchasmg power 

Let the GoTernment agree to pay gold for paper at the old 
ratio for such an important purpose as international trade, and 
paper money would become considerably more desirable than it is 
now to those engaged in foreign trade More could be circulated 
without any decrease in its supply, or it would take a correspond- 
ing mcrease in the quantity of money to hold prices at their 
present level If there were not too much paper, such a pohcy 
of partial redemption might even bring paper back to its old 
parity with gold But the point is, that this hmited redemption 
would not make paper quite so desirable as it would be under 
full and unlimited redemption As a result of this, not so large 
a quantity of paper money could be circulated without depreciation 
under limited as under full redemption 

This fact of full and unlimited redeemabihty is a factor of 
such great importance as to appear, at times, to be the only 
element of desirabihty Under full redeemabihty, paper money 
wiU continue to circulate at par with gold, even though paper 
IS neither legal tender nor accepted by the Government for all 
payments to itself So long as the Government actually ex- 
changes gold dollars for paper dollars without hmit as to quantity 
or purpose, every paper dollar is essentially as desirable as any 
gold dollar Under this policy, or so long as it can be carried 
out, no matter how many paper dollars are issued, they can never 
be any cheaper than gold dollars There may be difficulty m 
keeping large enough gold reserves to redeem excessive issues of 
paper, but so long as the Government manages to do it, gold and 
paper must remain at parity no matter how large the issues of 
paper money 

Under these conditions, or so long as they can be maintained, 
the only possible way of cheapenmg money is to cheapen gold 
Large issues of paper money may, under certain conditions, 
cheapen gold, and under other conditions they may make gold 
dealer and actually bring about a fall m prices 

Let us assume (a condition which was once real) that there 
is a great deal of gold m the country, some of it in actual circulation 
as com, and, at any rate, vastly more than is needed as reserves 
for redeeming paper money Under such conditions, an increase 
of paper money would displace a certain quantity of gold from 
circulation and release it for other uses and for circulation in 
other countries This would tend to cheapen it, or to reduce its 
purchasing power Further increases in the quantity of paper 
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money would continue to displace gold, reduce the mint demand 
for it, and make the displaced gold available to supply other 
demands, u'p to a certain 'point 

When that point is reached, further issues alarm those who 
know the situation, start a scramble for gold, increase the demand 
for it, make it dearer, and cause a fall in prices That point is 
reached when there is so little gold left in the country as to make 
it difficult to find enough with which to redeem paper and support 
the superstructure of credit In order to get enough gold for 
those purposes, the Government itself must lead in the scramble 
for it and become the chief hoarder Others, fearing that the 
Government may be forced to suspend gold payments, get 
pamcky and join m the general scramble When this point is 
reached, paper money ceases to be desirable as a store of value, 
while gold becomes supremely desirable for that purpose Hence 
there is an increase m the total demand for gold There is a 
run on the Government for its gold by the holders of paper 
Fundamentally it is hke a run on a bank by its depositors The 
Government may eventually be forced to suspend gold payments, 
but until it IS, gold and paper continue to circulate at parity, 
in spite of the facts that gold is getting dearer and that prices 
are falhng In these final stages, it can hterally and truly be 
said that the later increases in the quantity of paper money 
actually cause a fall m prices 

When there is so much paper and so little gold in the country 
as to make it somewhat difficult to redeem paper in gold, it is 
fatuous and futile to try to stimulate prices by issuing still more 
paper money Under such conditions, the way to raise prices 
would be to retire some of the paper money, to stimulate gold 
production, artificially if necessary, to put less gold in the dollar, 
which is partial repudiation, or to repudiate altogether by going 
ofi the gold standard 

Repudiation at once destroys the necessary parity of gold and 
paper and, unless there is a very limited supply of paper, it must 
somewhat cheapen the paper dollar Since it was the excess of 
paper which forced repudiation, the quantity of paper caimot 
be assumed to be small Therefore depreciation instantly follows 
repudiation To repeat, repudiation removes a very important 
element in the desire for paper money As soon as that element 
of desirabihty is removed, the demand for paper money decreases 
and its purchasing power falls The increase in the quantity of 
paper money does not produce a fall m its purchasing power so 
long as that element of desirabihty called redeemability exists 
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as a fact. As soon as tliat element disappears, the purchasing 
power of paper money falls without any further increase in its 
quantity. 

The final conclusion of this paper is that students of monetary 
theory in general, and quantity theorists in particular, should 
hereafter give at least as much attention to the demand for as 
to the supply of money. This is especially important at the 
present time. The United States Government has suddenly 
launched on a new and untried experiment in monetary policy 
— ^that of a managed currency. If the reasoning in this article 
is sound, to control the supply of currency will not be enough. 
The demand for it must also be kept under control. This 
paper in no way combats the theory that the quantity of money 
is a factor in determining its purchasing power. It merely 
contends that there is another factor of equal importance — 
namely, the demand for money. It is contended, further, that 
the demand for money is the resultant of two factors ; the desire 
for it and the possession of other things to be given in exchange 
for it. Finally, it is contended that the desire for paper money 
may be based on four desirable elements : first, its redeemability ; 
secondly, its acceptance by the Government; thirdly, its being 
legal tender ; and fourthly, a resultant of one or more of the first 
three, its customary acceptance by private sellers. When paper 
money possesses all four of these elements of desirabihty, there is a 
greater demand for it than when it possesses less than four. Con- 
sequently, a larger quantity of paper money possessing aU four 
elements can be circulated without depreciation than would be 
possible if any of the four were lacking. 


T. N. Carveb 



ON THE RELATIONSHIP BETWEEN INVESTMENT AND 

OUTPUT 


The value of the stock of capital conceived as the discounted 
value of the expected future products, or conceived as the result 
of investing factors of production for definite periods, are, of 
course, essentially different ways of representing the same thing 
Both methods of approach, if they are to prove useful for purposes 
of closer analysis, make inevitable a more detailed investigation 
of what I like to call the time structure of production, %e oi the 
different periods for which either mdividual services have to be 
discounted or for which individual units of factors are being 
invested I hope to show m the course of this article that neither 
of the two aspects without the other is sufficient to give a satis- 
factory explanation of the actual relationship But the way in 
which the two aspects can be combined has never been made quite 
clear Even the exact nature of the concepts which underlie the 
two different methods of approach has hardly ever been explicitly 
defined I propose here to devote myself to an attempt to 
elucidate the relationship between the two concepts, and to 
develop some consequences which seem relevant to current 
controversies in this field 

The next three sections of this paper are accordingly devoted 
to the somewhat laborious task of explaining and co-ordinating 
the different aspects in which the time intervals arising in the 
process of production present themselves Beginmng in Section 
II with the representation of the time-shape of the labour stream 
applied in any one process, in the following section the relation- 
ship of this stream to the time-shape of the output stream derived 
from the labour invested at a moment of time is studied, and in 
Section IV the correspondmg magmtudes are discussed for the 
case of durable goods Only in Section Y then an attempt is 
made to show what real phenomena correspond to changes in 
the different magmtudes discussed, to what extent they repre- 
sent real independent variables or are only derived constructions, 
and how the state of equihbrium described with the help of 
these constructions is brought about m the actual world Einally, 
in Section VI, the relevance of these equihbrium-considerations 
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for the explanation of a dynamic process is investigated and an 
attempt is made to show that, although it cannot be assumed 
that the existmg capital goods are the result of a past process 
exactly similar to that in which current labour is invested, or 
that at any moment any capital goods are produced without the 
help of already existing capital, yet the existing stock of capital 
goods will always make the investment of labour for a definite 
range of periods necessary if the capital is to be maintained 
intact It will appear that, contrary to a widely held opinion, 
the concept of a defimte time-structure of investment is even 
more important for the understanding of the dynamic processes 
of the accumulation and consumption of capital than for the 
mere description of the conditions of a stationary equilibrium 

Any discussion of these problems within an article makes it 
inevitable to leave out a number of considerations which aie 
highly relevant to a really satisfactory treatment of the mam 
pomt This applies in particular to the determination of a 
definite rate of interest, which is here taken for granted, its 
relation to saving, and the concept of free capital I hope to 
discuss these systematically side by side with the problem selected 
here m a more comprehensive study Yet in spite of these 
inevitable shortcomings of an anticipatory treatment of the 
special problem selected, it seems to me to be justified in view of 
the light it sheds on the relationship between what has come to be 
known as the '' Marshallian ” and the ‘‘ Austrian c Jevons — 
Bohm-Bawerk — Wicksell) approach to the theory of capital ^ 
It IS necessary to begin by drawing a clear distinction between 
the two difierent ways in which time may be a condition to the 
production of the ultimate services to the consumer This 
distmction between the actual time a process of production lasts 
and the time through which a product will give its services, to 
which corresponds the distinction between goods in process and 

^ Marshall himself was, of course, aware of the double aspect presented by 
capital, which he described as that of accumulation and discounting (cf Prm- 
ciplesf V, IV, 2, also mathematical notes v, xin, xiv, and xxiv) But it is prob- 
ably true to say that he impressed the latter aspect so much more strongly on 
his disciples that it has become dominant among English economists And the 
same applies, mutatis mutandis, to Bohm Bawerk and his followers 

® Although little attempt is made to deal directly with objections raised 
recently against the “ Austrian ” approach to the theory of capital, much of what 
follows IS an implicit reply to some of the most important recent contributions to 
the subject, such as E Burchardt, “ Die Schemata des stationaren Kxeislaufs bei 
Bohm-Bawerk und Marx,” W eltwirtschaftUches Archiv, vols 34 and 35, 1932-33 , 
Frank H Kmght, “ Capitalistic Froduction, Time and the Rate of Return,” 
Economic Essays in honoui of Gustav Cassel, London, 1933, and M Hill, “ Tho 
Period of Production and Industrial Fluctuations,” Economic J oubtstal, December 
1933 
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durable goods, is of special importance in tbis connection For m 
each of these two cases only one of the two fundamental magni- 
tudes to be discussed here can be considered as a directly given 
independent variable, while each can be derived from the other 
only if the rate of interest is given, and is therefore in a sense a 
mere construction Under these circumstances it is not surprising 
that of the two schools mentioned above, that which thought of 
capital almost exclusively as of durable goods concentrated almost 
exclusively on the one of these magmtudes, the output function 
(although this concept has not been clearly formulated by it ^), 
while the other school, which thought of capital primarily m 
terms of goods in process, made the other magmtude, the invest- 
ment function (which is the more exact formulation of what they 
called the period of production), the starting-point of their attack 
It seems to me, however, that in neither case will one alone 
of the two concepts provide a sufficient instrument of explanation, 
and that, in particular, the eJfiects of changes in the data can be 
understood only if the relation between these two concepts is 
cleared up 

II 

It IS convement to begm with the discussion of goods in 
process, and this and the foUowmg section of the present paper will 
be devoted entirely to this aspect of time in production In order 
to distmguish its ejects sharply from any ejects due to the dur- 
ability of goods and to avoid for the present all complications 
arising out of the fact that the phenomena are regularly combined, 
it IS necessary to assume that m the process in question no durable 
goods are used, and to define as one process that series of activities 
which results in a product that is finished and consumed at one 
moment of time ^ 

Such a process of production can then be represented by Jevons’ 
Investment Figure ^ shown in Fig 1 a The time durmg which the 
process proceeds is here measured along the abscissa, while the 
quantities of labour ” apphed in the course of the process up 
to any one moment are shown cumulatively as the ordinates of 
the curve OL^' for the corresponding points of the T-axis 
Labour ’’ stands here and throughout this article for an 

1 The only clear formulation of this concept known to me is to be found in a 
yet unpublished thesis of Mr V Edelberg 

2 This is essentially the assumption made in Frxees and ProducUon, where 
considerations of space made it impossible to show how durable goods could be 
included in the scheme It is hoped that the present paper will to a certain 
extent make up for this deficiency 

* This very appropriate designation has been suggested by Dr J Marschak 
{ArcMvfur Soztalimssenschajtf vol 68, p 396) 

No 174 YOJj, XLIV. 
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assumed umform original factor of production Intermediate 
and final products are represented m such umts as are the pro- 
duct of a unit of such labour/’ so that each ordinate of the 
curve OL/ raeasures the quantity of intei mediate product at the 
respective stage of production, while the final output, obtained 
at the end of the period OTj^, is equal to T^L/, or the total quan- 
tity of labour apphed in the course of the process The slope ol 
the curve OLjl' at any one pomt represents the rate at which 
labour is applied at the coriesponding moment The diagram 
in short, shows the distribution in time of the total quantity of 
labour that contributes to the output of a moment of time 



If we assume a completely stationary structure of production 
{z e if we assume that at every successive moment processes of 
exactly the same kind are started), we obtain a representation of 
the different periods for which at any one moment the difierent 
umts of the total labour ” supply employed in that industry are 
invested, by simply inverting the first figure, as in Fig 1 b The 
difierence between the two figures is that m the first case the 
product TjL/ maturing at the moment T^ is connected with the 
precedmg investment during a period of time of the quantities of 
labour ” which have contributed to that product, while in the 
second case the total quantity of labour ” invested in the 
industry at one moment of time is connected with the stream of 
output over a period of time which is due to that investment ^ 

^ la both, cases, however, the periods la questioa are future periods of trnie 
la the first case the period OT^ refers to those future moments of time at which the 
corresponding quantities of “ labour ” have to be invested m order to obtain the 
product at the end of this period, while in the second case it refers to the period 
during which the product of the labour invested at its beginning, say the present, 
will mature 
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In eithei of these two forms this cuive, which describes the 
quantities of '' labour ” invested at successive moments of one 
process, or the periods for which individual quantities of the total 
of “ labour ” employed in the process are invested, represents 
what I call the investment function (fit)) ^ As will appear later, 
this two-dimensional method of representing the range of different 
periods for which the individual umts of “ labour ” are invested 
IS the only adequate representation of what is usually called the 
period of production or of investment, and cannot usefully be 
replaced — except by way of a provisional simplification in an 
early stage of the analysis — ^by any one-dimensional magnitude 
such as the '' average period of production ’’ 

In the piecedmg diagram the height of the curvilinear triangle 
measures the quantity of output at a moment of time, and 
its area (on the assumption of a completely synchromsed,’’ 
stationary process) the quantity of intermediate products, 
both in teims of ‘‘ labour ” The changes in the quantity of 
consumers’ goods produced which will be the consequence of 
changes in the investment structuie {i e changes in the shape of 
the investment function cannot possibly be represented in the 
diagram, since from the assumption the total output will (under 
stationary conditions) always be equal to the total quantity of 
original factors invested It should, perhaps, be specially em- 
phasised at this pomt that the investment function under dis- 
cussion heie as well as the output function to be discussed later 
are entirely different from the famihar production functions 
which describe the dependence of the quantity of output on 
changes in the method of production The types of functions 
used here serve merely to describe one single process of this sort 
and cannot by themselves be used to show the effects of changes 
in the method of production If this were intended, the quantity 
of consumers’ goods produced by investmg a given quantity of 
labour ” for different ranges of periods would have to be regarded 
as a functional of the mvestment function {i e as cf>(f{t)) where the 
form of the function f(t) is an mdependent variable) But 
changes of this magnitude are m a different dimension from those 

^ strictly interpreted, f{t) is to be taken to corresiDond to the “ inverted ” 
representation of the process (Fig 16), while the actual rate at which “ labour ” 
IS supphed throughout any one process ought to be represented by /(Ti — t) 

^ In what follows I shall use the terms investment function, investment 
curve, investment figure and investment structure interchangeably Occasionally 
I shall even speak of lengthenmg or shortening the mvestment structme as a 
short way of describmg such changes in the shape of the function as mvolve 
positive or negative saving 

P 2 
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shown m the first diagram and cannot be represented in it except 
by introducing a third dimension 

But before we proceed to do this, the limitations of the method 
of representation so far employed must be pomted out in some- 
what greater detail The diagrams in Fig 1 show how long 
we have to wait for the product of the difierent units of labour ” 
invested, and, consequently, how long we have to wait for 
such parts of the product as are to be attributed to individual 
umts of “ labour ” But it would only be possible to deduce from 
this how long we have to wait for the different umts of con- 
sumers^ goods if we could assume that equal shares of the total 
“ labour ” invested in the course of the process will produce the 
same quantities of consumers’ goods But there is no reason 
why we should assume this to be so Indeed, on the contrary, 
we know that it cannot be so, smce equal quantities of labour/’ 
mvested for different periods, must at any given rate of interest 
necessarily grow into different quantities of products 

But if this IS so, if the product of equal quantities of labour,” 
mvested for different periods m the course of any one process, 
does not consist of equal but of different quantities of consumers’ 
goods, then the mvestment function which describes how long we 
have to wait for the product of the different units of labour ” does 
not directly show us how long we have to wait for the different 
umts of the output ^ The curve in Fig 1 6 in particular, although 
it shows what part of the quantity of labour invested at the moment 
O matures durmg any part of the period OT;|,, does not show 
immediately what quantities of consumers’ goods correspond to 
the former It is for this reason that it is described as an invest- 
ment function which is to be clearly distinguished from the out- 
put function, which describes the latter phenomenon 

What applies to the final product also applies to the quantity 
of intermediate products Without going into this problem at 
any length, it may be pointed out here that although the area of 
the investment figure represents the quantity of intermediate 
products m physical terms e, in terms of the quantities of 
origmal factors that have gone to produce it), it does not unequi- 
vocally determine its quantity m terms of value, either relatively 
to the value of the factors or relatively to the value of the output ^ 

^ Misunderstandings on tins point, that the traditional concept of the period 
of production refers to units of factors and not to umts of the products, aie re- 
sponsible for many of the objections to the proposition that an increase of capital 
always means an increase of the period of production 

^ Without reference to a given rate of interest, the relative area of two invest- 
ment figures will not even determine in some cases which corresponds to the greater 
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This magnitude again becomes only determmate when with the 
introduction of interest we are put in a position to use value as 
the common denominator to which to reduce the otherwise not 
comparable physical magnitudes 

III 

All these apparently rather complicated relationships can he 
represented in a fairly simple way if we add to the former diagram, 
which showed only physical quantities, a third dimension, repre- 
senting the relative value of these quantities For this purpose we 
place the figure so far discussed m the horizontal plane of a three- 
dimensional system of co-ordinates and measure the values attach- 
ing to these quantities along the third (perpendicular) V-axis 
It is assumed that the available quantity of labour,’’ the rate of 
interest and the value of either a unit of labour ” or a unit of 
consumers’ goods (or, alternatively, the value of both, but not the 
rate of interest) is given For the present it is further assumed 
that one of the many alternatively possible investment functions 
has been decided upon and that m consequence the quantity of 
consumers’ goods produced is also determined ^ The problem, 
then, is what quantity of consumers’ goods is to be attributed to 
individual units of “labour” The answer is contained m the 
diagrammatic description of equilibrium given by Fig 2 

In order to simplify the resulting figure at first as much as 
possible it has been assumed that the investment function is linear 
This IS expressed by the fact that the hypotenuse OL^ of the 
rectangular triangle OL^Ti which corresponds to the curve OLj^ 
in Fig 1 a IS a straight hne, it means that during the interval 
of time OTi “ labour ” is invested m that process at a constant 
rate Since equal quantities of “ labour ” must necessarily have 
the same value, the magmtude of V along any point of OT^ is 
necessarily the same, namely equal to OTq The value of the 
total quantity of “ labour ” invested during the course of the 
process would be shown by a rectangle wath T^Li, representing 
the number of umts of “ labour,” as a base, and OTo, represent- 
ing the value of a unit of “ labour,” as its height But as it is 

quantity of capital in value terms E g o^ two investment figures which, have a 
similar aiea but of which one is longer with a more, and the other shorter with a 
less, convex investment curve, at one rate of interest the one and at another the 
other may correspond to the greater quantity of capital 

^ The way in which the choice of the mvestment function will in turn be 
mfiuenced by the rate of interest and the “productivity function ” of the particular 
Ime of production {fi e by the function will be discussed in Section V of 

this paper 
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assumed that this quantity of labour ” is not all invested at 
the moment O, but continuously throughout the period OT^s 
this rectangle is, as it were, projected into the time dimension 
and becomes the rectangle ToOLiL^' 

The value of any unit of ‘‘ labour ’’ invested will have to grow, 
while It remains invested, at the same compound rate of interest 
This rate is shown by the curve ToTi'' and the family of identical 
curves beginning along Tph/, forming together the interest surface 
ToTi'Lx' Since at every point further to the right along OL these 
curves begin at later moments of time, they will at T^ have risen 



for correspondingly shorter periods and have reached a coiie- 
spondmgly smaller height A perpendicular cross-section at 
parallel to VOL will, theiefore, cut the interest surface along the 
curve TiLi' The height of every pomt on this curve represents 
the value (and therefore the quantity) of the final products which 
have to be attributed to the quantity of labour invested at the 
corresponding point along OL In the same way at every pre- 
ceding moment of the interval OT^ the value of that part of the 
intermediate products which are the result of an earher invest- 
ment of labour ’’ and aie accordingly shown nearer to the left 
will have grown more in value than the part of the intermediate 
products existing at the same moment which is the result of later 
investment and is accordingly shown further to the right The 
interest surface wiU therefore slope upwards not only in the 
direction of the T-axis but also from the right to the left along 
the L-axis 
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As Will be evident from the diagram, the shares of the total pro- 
duct that are to be attributed to the individual units of labour ” 
invested for different periods of time depend on the rate of interest 
A rise of that rate, e g to the figure mdicated by the dotted curves, 
would have the consequence that relatively larger shares have to be 
imputed to the imits of ' ‘labour ” invested for longer periods, while 
smaller shares would have to be attiibuted to the units of “ labour ’ ’ 
invested for shorter periods At the same time the relative value 
of “ labour ” and of the product would have to change If, as has 
been assumed in the diagram, the value of the product remains 
constant, the value of “ labour ” would have to be reduced , 



while the case where the value of “ labour ” remained constant 
would imply a corresponding rise in the value of the product 
This situation would be represented in the diagram if the surface 
indicated by the dotted lines would be lifted by such an amount 
that the dotted line parallel to TqLi would coincide with that line 
This diagram can easily be adapted to correspond to Fig 1 b 
instead of Fig 1 a, % e so as to represent the relationship between 
the total quantity of labour ” mvested at one moment of time 
in different stages of similar processes, and the output stream 
derived from it This form of representation, shown in Fig 3, 
has the special advantage of enablmg us to derive in a simple way 
the output function, which will be the starting-point for the 
discussion m the nes;t section. 
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In. this diagram OL]^ represents the number of nmts of 
“ labour ” mvested at the moment O in different stages of the 
processes going on simultaneously m the industry, and OTq the 
value of a umt of labour ’’ The unit of labour ” shown at 
the beginning of the L-axis {% e nearest to the origin) is being 
mvested in a process which is just being started and its product 
will accordingly mature only after the lapse of the maximum 
investment period, % e at Umts of labour ” shown further 
on the right of the L-axis are mvested in more advanced stages 
of similar processes and their product will mature at less distant 
moments, represented by the position of the corresponding pomts 
of the hne along the T~axis This hne again corresponds 

to the curve LiT^ m Fig 1 b and represents, therefore, the invest- 
ment function f{t) But as the value of the product of the 
different umts of labour ’’ which is shown to mature along this 
hne will have grown at the same compound rate of interest for 
periods of increasing length, it wnll be greater as we get nearer 
to Ti This increase of the V-co-ordinates corresponding to the 
products of the different umts of ‘‘ labour ” maturing along L^T^ 
IS shown by the upward slope of the curve Li'Ti' above it It 
must be remembered here that since all the different umts of 
labour are supposed to be employed in the same kind of process, 
and therefore to yield the same kind of product, the different 
value of the product due to the different quantities of “ labour ” 
must be due to proportional differences in the quantity of these 
products But these different quantities of the product which 
will result at different moments of time from the “ labour ” 
invested at one moment of time represent the magmtude which 
we have described as the output function 

This magnitude is implicitly^ given by the shape of the vertical 
plane L^L/TiTi', and depends^ therefore, in the same way as 
this surface on the rate of interest The area of this plane 
corresponding to any interval along the T-axis is proportional to the 
magnitude of the output stream during the respective interval of 
time As can easily be seen from the diagram, this area would 
vary not only in consequence of a change in the height of the 
curve Li'T/, but also m consequence of any change in the direction 
of the investment curve which forms its base The rate of 
the ffow of output at any moment of time wull therefore correspond 
to the first derivative of the investment function f{t) with respect 
to time, multiplied by the corresponding value of the interest 
function, i e the height of the interest surface TqT/Li' The 
resulting function, which describes the rate of flow of the output 
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stream at any moment between O and T^, is the output function, 
represented in tbe diagram by tbe separate strip marked d[t) ^ 
For the present the essential pomt is, that thas output function 
can be derived from the investment function only on the as- 
sumption of a given rate of interest, and that, as is shown by 
the part of the diagram drawn m dotted Imes, it will change its 
shape with every change in the rate of interest 

This section may be concluded with a short reference to the 
meaning of the volume of the three-dimensional body which 
appears in the last two diagrams It represents the quantity of 
capital m value terms under stationary conditions It shows 
clearly the reason why only it and not the simple mvestment 
figure which forms its base gives an unambiguous expression of 
this magmtude because the remvestment of interest accrued 
up to any moment of time has to be counted as part of the total 
mvestment It is for this reason, too, that it is impossible to 
substitute any one-dimensional magmtude like the average 
period of production ’’ for the concept of the investment function 
For there is no one single average period for which a quantity of 
factors could be invested with the result that the quantity of 
capital so created would be the same as if the same quantity of 
factors had been invested for the range of periods described by a 
given mvestment function, whatever the rate of interest The mean 
value of these difierent mvestment periods which would satisfy this 
condition would have to be different for every rate of interest ^ 

^ This strip IS to be compared with the other parts of the figure only as regards 
its shape, but not as regards its absolute height, since it has necessarily to be 
drawn on a different scale Its height should become equal to that of the 
body only where the investment curve becomes parallel to the T axis The 
similarity of the shape of the output function to that of the interest curve m the 
diagram is due to the fact that the mvestment function has been assumed to be 
linear If this were not so, the output function might assume any other form 
The relationship between the shape oi^the two curves (or the correspondmg 
functions) will be discussed in somewhat greater detail in the next section of this 
article 

These relationships lend themselves easily to mathematical treatment, but it 
IS not mtended to burden the present article with it Only a short re-statement 
of the mam relationship discussed m the text may be added her© If f{t) be 
the mvestment function, d{t) the output function, v = 0T<, the value dimension 
of “ labour ” and p the rat© of interest per annum computed contmuously 
(WickselTs Verz%nsungsenerg%e), and therefore vePi what in the text has beerj. 
called the interest function, then 9 {t) — f'{t)ve^^ 

2 It should h© noted that the volume of the body, and therefore the quantity 
of capital m value terms, will be a finite magnitude even if the investment curve 
approaches the T axis only asymptotically But this is not so important a case 
as has sometimes been believed, sine© only expected returns count— —or since only 
economic and not physical duration is relevant Even a good which is expected 
to last for ever, like a railway tunnel, will^^hardly ever b© expected to remain 
permanently useful 
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IV 

We turn now to the case of durable goods Here the situation 
IS in many respects the exact reverse of that discussed in the 
previous section In the ideal case, where a durable good is 
created by investmg a given quantity of labour ” at a moment 
of time, and where that good then produces without any further 
aid from labour a continuous stream of services over a period of 
time, the primary datum is apparently not of the nature of an 
investment function but a kind of output function The given 
variable is the shape of a flow of services over a period of time 
We know how long we have to wait for any umt of these services, 



but we do not know directly how long we have to wait for the 
product of the different units of t labour ’’ invested In order to 
decide this we should have to know what quantities of the final 
services have to be attributed to the individual units of labour ” 
And this can be done only on the basis of a given rate of interest 
The relationship can again be described by means of a diagram- 
matic apparatus similar to that employed in the preceding section 
In Fig 4 the meamng of the three co-ordinates is the same as 
m Figs 2 and 3 The initial data, however, from which we have 
to start are, (1) the quantity of “ labour ” invested at zeio hour 
and possessmg a definite value, so that the total value of this 
‘‘ labour ’’ can be represented by the rectangle > (^) 

shape of the expected stream of services, represented by the strip 
marked 6(t ) , and (3) a defimte rate of interest at which the value 
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of the “ labour ’’ invested at O will increase in time, lepresented 
in the diagram by the upward sloping mterest surface ToT/Ti"Li 

Any vertical cross-section connectmg the mterest surface 
with the base plane TOL along any Ime connecting will 

represent an output stream which satisfies the condition that the 
discounted value of the product of each unit of labour invested 
will be the same It has, however, to satisfy the further con- 
dition that it corresponds to the given time-shape of the output 
stream, or, if we apply the results of the preceding section, its area 
within any interval of the T-axis has to correspond to the magm- 
tude of the given output stream withm the same mterval The 
problem, therefore, is to find such a curve in the base plane that 
the area below the interest surface of a vertical surface erected 
upon it, difierentiated with respect to time, will be equal to that of 
the output function This, clearly, is a problem of integration 
which in the particular case can be solved on the basis of the 
inverse operation carried out in the preceding section ^ 

It will, however, be sufficient for the present purpose to 
illustrate by a few examples the relationship between the output 
function and the investment function in the case of durable goods 
without going further into the mathematics of the problem We 
shall do this by first assuming that the rate of interest is fixed but 
the shape of the output stream changes, and then by assummg 
that the rate of interest changes while the output function remains 
constant 

So far we have only seen (Fig 3) that if the investment func- 
tion IS to be linear the output function would have to be of a 
peculiar and rather improbable shape We shall now start from 
the more probable assumption that the durable good in question 
produces during its existence a constant stream of services 
What will, on the assumption of- a given rate of interest as that 
represented by the interest surface in Fig 4, be the shape of the 
investment function correspondmg to such a constant output 
stream (shown by the line 6{t) in the diagram) *2 In geometrical 
terms this question is equivalent to asking what perpendicular 
surface, enclosed between the base plane and the mterest 
surface, will have within any mterval of the T-axis an area 
proportional to that of the correspondmg part of the given 
output stream As the height of this surface will increase 
with the progress of time, the effect of this increase in height 

Tj T, 
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on its area will have to he compensated by a change in 
another dimension And the only other change which can have 
this effect is a change in the inclmation of this surface towards the 
T-axis The area of such a surface withm any given interval will 
evidently be greater the greater its mclmation towards theT-axis, 
reachmg a maximum where it is mclined towards it at 90 degrees, 
and a minimum where it is parallel to it It will, therefore, be 
possible to compensate for an increase in height by decreasing 
the inclination towards the T-axis, with the effect that the area 



of the surface remams the same for any interval of the T-axis 
Or, in other words, the answer to our question is that the invest 
ment curve (the Ime along which the surface cuts the base plane) 
will have to be convex towards the T and L axes and will have to 
increase its curvature as it approaches 

This investment curve, corresponding to the constant output 
stream 0{t), is shown in Tig 4 by the fully-drawn curve marked 
f{t) It will now probably be evident without further demonstra- 
tion that if the output stream were not constant but would 
decrease in time as that marked B^[t) in the diagram, the corre- 
spondmg investment curve would have to be even more convex 
towards the origin (fi{t )) , while an output function which 
increased at an arithmetical rate as that marked ^^(0 would have 
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the effect of making the investment function less convex or even, 
in such parts where it increased faster than the interest curve, 
concave towards the origin 

It remains now to show the effect of a change of the rate of 
interest on the shape of the mvestment function derived from a 
given output function This effect is shown, for the case of a 
constant output stream, in Fig 5 The fully drawn investment 
curve marked f{t) corresponds here to the lower rate of mterest 
represented by the surface ToT^'T^'X^', while the investment 
curve marked fi(t) corresponds to the higher rate of interest 
shown by the second interest surface drawn in dotted hnes In 
words it means simply that the mvestment curve will become 
more convex as the rate of mterest rises, and vice versa 

V 

What IS the economic meamng of the fact that m the first of 
the two cases discussed the investment function and in the 
second the output function is the independent vaiiable, while m 
each case the other one of the two magnitudes is only a derived 
magmtude, a construction We can only attempt a very partial 
answer to this question here, since its complete discussion would 
raise all the problems connected with the question of how the 
direction of current investment is determined 

It has occasionally been objected that the investment period, 
or period of production, is a magmtude which cannot possibly be 
known to, or play any role m the calculations of, the entrepreneur 
If this were true this contention would, of course, equally mihtate 
against a concept of capital as the discounted value of expected 
future sei vices as against a defimtion of capital m terms of (ranges 
of) investment periods But surely it cannot be seriously argued 
that investments are made without some definite anticipation not 
only of the value of the services expected from them, but also of 
the time when they will mature That these expectations will m 
most cases not be based on certamty but only on a certam chance 
introduces an element of uncertamty But it does not alter the 
fundamental fact that the time when the product is expected to 
mature is as much a datum for the decision of the entrepreneur 
as its expected value 

A more serious problem, however, and a problem that cannot 
be answered generally, is whether this is not only true as regards 
the total mvestment in any one process or any one durable good, 
but also of any single umt of factors invested in such goods or 
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process Keie the answer m every concrete case depends, m a 
way familiar from the margmal productivity analysis, on whether 
it is possible to isolate the physical margmal product of every unit 
of factors or whether we can only speak of a marginal product m 
terms of value This depends, as is well known, upon whether 
the proportions m which the different factors can be used in any 
smgle Ime of production aie variable, or whether only the quanti- 
ties produced in the different mdustries, where different but fixed 
proportions prevail, can be changed 

The case of variable proportions m any one line of production 
IS exemplified in this instance by the possibility of investmg parts 
of the total quantity of “ laboui ” used in any one process for a 
longer or shorter period If agam we take first the case of goods 
in process, it will clearly in most eases be possible to change within 
limits the quantities of “ labour ” employed in the different 
‘‘ stages ’’ of the process and to compare the additions to the 
product obtamed by employing a given quantity of “ labour ” m 
an earlier or later stage of the process And the condition of 
equilibrium will evidently be, not that this margmal product ” ^ 
will be the same for all the umts of “ labour employed in different 
stages, but that its value, discounted over the period for which 
the respective units of labour ’’ are invested, will be the 
same 

Any change m the rate of mteiest will in consequence change the 
relative value to be attributed to units of labour ’’ m the different 
stages, and, wherever this is possible, give rise to shifts of factors 
of production between stages A fall m the rate of mterest, e g 
will have the effect of moreasmg the value of the factors m the 
earlier stages relatively to that m the later stages and create a 
tendency towards a movement of factors to the earlier stages, 
until the value of the physical margmal product ” of every unit 
of '' labour ’’ is agam equal to the value of that unit 'plus mteiest 
for the period for which it has been mvested 

But such a physical margmal product ” can be isolated only 
wheie the position of individual umts of labour m the process 

^ This IS, of course, aot a margmal product in the usual sens© of the product 
of the marginal unit of “ labour ” employed m the process, but m the special 
sense m which rh© term has been used in this connection by Professor Taussig, 
t e It IS the product of the marginal unit of “ labour ” employed at any particular 
stag© of productiou and therefoie mvested for a definite period of tun© Units 
of labour mvested at different stages co-operate with different quantities of 
capital and the process of discounting is a method of findmg their true marginal 
product by makmg allowance for the share of the drfierent quantities of capital 
with which they co-operate, of P W Taussig, “ Outlmes of a Theory of Wages,” 
American Economic Aasocmtwn Quarterly, Third Series, Vol XI, 1910 
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can be changed while everything else is left the same And 
although small changes of this sort will generally he possible, they 
are by no means possible without limits Between the one 
extreme, where any form of mvestment curve can be changed into 
any other form by a continuous series of small changes of this 
soit, mvolving only the shifts of very small units of '' labour,” to 
the other extreme of a few alternative investment curves of 
altogether different shape, where for technical leasons no small 
changes aie possible, and where a change from the one to the other 
can only be made by altering the mvestment period for almost 
every single unit of “ labour,” there is an mfimte series of mter- 
mediate cases, which are more likely to occur m real life than 
either of the two extremes 

In these oases where only more or less considerable quantities 
of labour ” which have been mvested for different periods can 
be shifted en bloc, it is not possible to smgle out the physical 
product of a unit of labour ” The prmciple on which alone it 
will here be possible to attribute defimte quantities of the product 
to the different units of labour ” is that the aggregate product of 
the total labour is so distributed between the individual units, 
that by discounting the pioduct attributed to every umt, at the 
rate of interest ruhng everywhere else in the system, the value of 
every umt of ‘ ^ labour ” becomes the same And the fuither adjust- 
ment of the value of the units of “ labour ” to the level prevailmg 
in the rest of the system will have to be made by mcreasmg or 
decreasing the quantity of output of the hne of production con- 
cerned and so inffuencing the value of the product that is to be 
discounted 

This, of course, is the familiar prmciple of imputation of a 
marginal value product, based on the consideration that if two or 
more factors are combined in different lines of production in 
different but fixed proportions, the relative quantities of the 
product will have to be so adjusted that, by givmg the same value 
to any one unit of the same factor, m all Imes of production, we 
can distribute the total value of the product between the factors 
The mam application of this to our particular problem is best 
shown m the extreme case where the investment function is rigidly 
fixed m all Imes of industry a fall in the rate of mterest or an 
increase m the supply of free capital here will lead to an increase of 
output in the industries with a longer structure of production 
(with more capital per head) at the expense of those with a shorter 
structure of production, and m this way mcrease the proportion 
of labour ” that is invested for relatively long periods, thus 
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changing the investment function for industry in general without 
changing it for any one industry 

In the case where the investment function is variable by small 
amounts and where, therefore, it is possible to connect definite 
amounts of the product with any umt of factors there will always 
be one and only one output function corresponding to any one 
investment function, and any change in the rate of interest will 
lead to changes in both these functions Where, however, these 
two functions are not co-ordinated by physical productivity in 
this unambiguous way, a change m the rate of interest will afiect 
the relationship between the two functions and bring about 
changes either of the one or the other in difierent ways 

Now, this case where the shape of the investment function is 
more or less fixed and every change of the rate of mterest simply 
leads to a change of the relative importance of the parts of the 
total invested for longer or shorter periods e to a change of 
the output function) is not very different from the case where the 
output function is given and the investment function derived 
from it, ^ e the case of durable goods 

In this case it has long been recognised that it is not normally 
possible to trace a physical connection between every umt of 
factors mvested and the services of the goods due to it, and that 
therefore the investment period, or investment function, cannot 
be considered as a techmcal datum ^ Only for the marginal umts 
of factors invested in goods of variable durability, ^ e for the 
units that have caused defimte extensions of its life, can such a 
techmcal connection be established But this becomes impossible 
where either the physical durability of the good cannot be varied 
or where — a very frequent case in real life — ^its physical duration 
has for technical reasons to be made greater than its economic 
usefulness will last (obsolescence) It is therefore in many ways 
most instructive to discuss the extreme case of a durable good of 
absolutely fixed duration. 

The prmciple on which for any rate of interest an apparently 
purely fictitious investment curve can be derived from the output 
curve has been shown in the preceding section But is this 
mvestment curve purely fictitious “2 Already the discussion of the 
effects of changes in the rate of interest have shown that it has 
some real importance A lowermg of the rate of mterest, e g , 
which will make the mvestment curve less curved, means that a 
greater part of the more distant services of the goods will be 

^ Cf Kl Wieksell, “ Bealkapital och kapitalranta,” Ekonomtsk T^dakr’ip , 
vol 25, 1923 
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attributed to “ labour ’’ (because less will be deducted for interest) 
or that a smaller part of the future stream of services will be 
sufficient to attract a umt of “ labour ’’ to the production of such 
goods More goods (or, where possible, more durable goods) of 
the kmd will be produced simply because the more distant part 
of the expected services will play a greater role m the considera- 
tions of the entrepreneur and will lead him to invest more on 
account of these more distant returns Even a description of the 
equilibrium between costs and prices is hardly conceivable without 
a use of the relationships described by the investment function 
But the mam importance of the concept of the investment 
function becomes apparent only when we direct attention to the 
more djmamic aspects of the question Erom what has been said 
so far it will probably have become sufficiently clear that every 
rate of interest will direct mvestment m a definite direction, a 
lower rate so as to involve a greater total quantity of capital (a 
“ longer ’’ mvestment structure) and a higher rate so as to involve 
a smaller quantity of capital It is, of course, the well-known 
function ’’ of interest to limit production to the most profitable 
methods for which the available quantity of capital is ]ust suffi- 
cient But what exactly this given quantity of capital means, 
and what will be the efiects of methods of production that are not 
m accord with it, this, it seems to me, can only be explamed by 
means of this concept of the investment function 

Under stationary conditions, % e when the mvestment function 
remams constant and all the current mcome is spent on current 
output of consumers’ goods, their prices and the prices of mter- 
mediate products will 3ust cover cost of production Any 
lengthemng or shortemng of the mvestment structure, however, 
will necessarily have the efiect of temporarily, durmg the transi- 
tion period, reducing or increasmg output relatively to the level 
at which it could be permanently maintained If the mvestment 
structure is bemg lengthened, the output of consumers’ goods will 
for a time be reduced to an amount which has cost less than the 
total mcome of all factors of production (mcluding capital) , 
while when it is shortened, an amount which has cost more than 
this will come on the market If these changes are the consequence 
of corresponding changes of expenditure on consumers’ goods 
below or above net income, prices will still correspond to costs 
But r£ they are the consequence of a deflection of the rate of 
interest from the equilibrium position, output will be either 
smaller or greater than demand and the consequent disequili- 
brium between prices and cost will have the tendency to restore 
No, 174 — ^VOL. XLiv Q 
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the conditioiib of eq^uilibimm which the rate of interest has failed 
to maintain 

These effects, of course, can merely be hinted at in the course 
of this discussion But it must be clear, that m this connection 
the attribution of definite paits of the output stream to such umts 
of factors as are to be considered as its costs is of the greatest 
importance It is for the analysis of this process in time and of 
the effects of changes in the direction of investment on the cost 
of current output relatively to current expenditure, that the con- 
cept of the mvestment function becomes of real importance 
That this IS so is not surprising if we remember that what it does 
IS essentially to show how the effects of piesent activity will be 
distributed in time, to pomt to the particular future moments 
when the results are expected to realise which have led to present 
investment 


VI 

The contention that the chief value of the period of pro- 
duction ’’ approach lies in the help it renders in the analysis of 
dynamic phenomena may be a little unexpected, since it has 
frequently been suggested that while it may be applicable to 
stationary conditions, it loses all its meamng when applied to 
problems of economic dynamics This very widespread impies- 
sion IS due to the fact that the concept of the period of pioduction 
has generally been interpreted in an historical, backward-looking 
sense For this Bohm-Bawerk’s manner of exposition is mainly 
responsible But, as has been pointed out at the beginning of 
this article, the essential concept is not that of the length of the 
process from which current output results, but the range of periods 
for which the current supply of factors is being invested 

It IS true, however, that certam conclusions frequently drawn 
from the idea of a period of production imply such an historical 
interpretation This is particularly true of what might, using a 
term of J B Clark, be called the “ synchronisation ” proposition, 
if this IS interpreted literally This proposition states (what is 
essentially a truism) that under perfectly stationary conditions 
the stock of intermediate products existing at any one moment of 
time will exactly correspond to all the different stages through 
which the labour ” invested at the same moment will have to 
pass before it matures into consumers’ goods It was on the 
basis of this proposition that the diagrams used in the first two 
sections of this paper, which in the first mstance were intended to 
describe a process in time, were also interpreted as a representation 
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of the stock of capital existing at any one moment Although 
this must be true under perfectly stationary conditions, it is 3^®!" 
because the concept of stationary conditions implies this that 
nothing in real life will ever correspond to it , not only because the 
external data never remain constant, but for the simple reason 
that the data determining the methods of production are not only 
external data, hut include always also results of preceding 
economic activity Stationary conditions in this sense could only 
exist if the productive equipment existing at the beginning of any 
one period were the same as that existing at the end of that period, 
e if stationary conditions had already existed, or if nt any one 
moment all capital had been available in a free form (a roa^l 
“ subsistence fund consistmg of consumers’ goods) and had then 
been mvested m view of conditions which have not changed since 
But once unforeseen changes occur after capital has been invested 
in a defimte form, all further investment will be influenced by the 
historical accident of the existence of certain capital goods, and 
the movement towards a state of eq[uilibrium will at best be an 
asymptotic movement ^ 

It IS for this reason that the backward-looking interpretation 
of the period of production ” will always lead to absurd con- 
clusions A real identity m a physical sense between the stock 
of intermediate products existmg at any one moment and the 
intermediate products that are hemg reproduced by the current 
investment of origmal factors will never exist Or, to express 
the same idea in more famihar terms, it can never be expected 
that the value of the existmg real capital will correspond to its 
actual cost of pioduction But all this does not disprove the only 
essential contention, namely, that the value of the existing capital 
goods will stand in a defimte relationship to the way m which the 
current factors are bemg mvested Before dealing with this last 
problem, it is necessary to say a few words on the way m which 
unforeseen changes will aflect the value of existing capital 
goods 

This problem would be comparatively simple if all mtermediate 
products were completely specific, ^ e if they could not possibly 
be used for any other purposes or m any other way than was 
intended when they were made It is the assumption that 
IS the case which underlies and justifies most of the over-simphfied 

^ “In the order of histoiy labour precedes capital from laud and labour 
everything proceeds But in the actual order of things, there is alwas^ 
capital already produced, which is united with land and labour m th© pro uo ion 
of new values ” — J Bentham, Works, Voi III, p. 34 ^ 

Q 
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Statements on the relationship between the existing stock of 
capital and cnrrent investment If it were true,^ the only choice 
for the entrepreneur m the event of any unexpected change would 
be between gomg on as origmally intended or abandoning the 
existmg mtermediate products entirely But they could m no 
way become part of the new processes started after the change 
has taken place 

Such complete specificity of the mtermediate products, how- 
ever, never exists , and m fact in a great many cases the range of 
possible uses for any individual capital good is very wide indeed 
The efiect of this is that any unexpected change will lead to some 
of the existing intermediate products being used for purposes not 
origmally contemplated and to which they are not perfectly 
adapted, but for which, once they are in existence, they can now 
be used with greater advantage than for their original purpose 
Their movements between the different stages will be governed 
by the same general principles as that of the original factors , a 
fall in the rate of mterest will tend ^ to brmg about shifts to earlier 
stages and a rise in the rate of mterest to brmg about shifts to 
later stages In fact, in most respects their position would become 
similar to that of the ‘‘ original ” factors of production, except 
that they are not sources of a permanent but only of a very 
limited stream of productive services 

The degree of mobility of the different mtermediate products 
IS, of course, very different and accordmgly their value will be 
affected in very different degrees by any unforeseen change 
Although this IS one of the most obvious facts, it has an importance 
for the theory of capital which has very rarely been seen It is 
perhaps one of the most urgent needs m the field of the theory of 
capital, that economists should at last free themselves of the idea 
that capital is some homogeneous mass, some given quantity of 
value, which will preserve its magnitude independently of the 
value of the real commodities of which it consists 

The notion that capital as such — ^ e the quantity of value 
which it represents — ^is completely mobile and can at will and 
without any loss of value be transformed m any concrete form, 

^ The proposition that an intermediate product is irrevocably committed to 
the stage of production for which it was mtended implies, among other things, 
that it IS perishable, because keepmg it for consumption later than was originally 
intended would be equivalent to shiftmg it to an earher stage 

® There wiU be exceptions from this tendency, since, in some cases, after some 
of the intermediate products m any stage of production have been shifted to 
earher stages, it may be more profitable to use the intermediate products which 
have remamed m a lower stage. The same applies, of course, to original factors 
where different kinds of such factors co-operate 
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has already played miich havoc in economic theory.^ It would 
be true only if the concrete capital goods were 3ust so many units 
of homogeneous energy ’’ which could he put to any use, ^ e if 
they were completely non-specific But this, of course, corresponds 
even less to reality than the assumption of complete specificity 
It seems reasonable to suppose that all the capital goods existing 
at any one moment are at least partly the result of an historical 
process which agam and again has put existing capital goods to 
other uses than those for which they were origmally intended, and 
that m consequence the actual form that capital takes will be very 
different from what it would be if the structure could be built up 
ah ovo with the help of an equivalent fund of free capital 

It was, of course, considerations of this sort which led Marshall 
to insist on the fact, that existmg capital goods (as distingmshed 
from free capital) did not yield interest but quasi-rent, and which 
made Wicksell describe at least the more durable capital goods as 
rent-goods {Mentenguter) For our main problem, to which we 
have to return now, it will be useful to thmk of all real capital as 
consisting of rent-goods m the extreme sense, ^ e as of non- 
reproducible, non-permanent instruments of production ^ If it 
can be shown that even in this extreme case there exists a definite 
relationship between the value of the existing stock of such goods 
and the range of periods for winch current labour is bemg mvested, 
this will apply a fortion to the less extreme cases 

The stock of all kinds of such intermediate products ’’ 
existing at any one moment represents a stream of future services ® 

^ An example of reasoning based on this assumption is Bohm-Bawerk’s 
discussion of the effects of a rise of wages on the investment structure, to which 
Mr Hill refers in his article already quoted The apparent contradiction 
pointed out by Mr Hill between Bohm-Bawerk’s conclusions and those at which 
I have arrived in a discussion of the same problem (see the article on “ Kapitalauf- 
zehrung,” W 6lt^o^rtschaftUches Archtv^ July 1932) is simply due to the fact that 
Bohm-Bawerk assumes complete mobility of capital in this sense, while my 
analysis is based on the fact that at any moment capital will he definitely com- 
mitted to particular forms of investment from which it cannot immediately be 
withdrawn For a later and more satisfactory analysis of the process of “ capital 
consumption ” see J B Hicks, Theory of Wages, Chapters IX and X 

^ For reasons which I cannot discuss here, it seems to me advisable to sub- 
stitute “ non-permanent means of production ” for the usual “ produced means 
of production ” as the essential distinction corresponding to the traditional one 
between “ capital ” and “ land ” The fact that free capital is sometimes used to 
create means of production which are m a physical sense permanent (tunnels, 
etc ) creates a certain difficulty which is, however, not likely to become very 
serious, since even physically permanent intermediate products are rarely 
expected to remam permanently useful 

3 Tinder stationary conditions this stream of services expected from the 
existmg stock of “ intermediate products ” will be equal to the sum of the still 
unexhausted parts of all the output streams attributable to the labour invested 
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whicli can be pictured by a diagram similar to that shown in 
Fig 1 h While almost the tota] quantity of goods to be consumed 
m the intermediate future will already be m existence in nearly 
completed form, the share of the more distant parts of the output 
stream which will already be provided for by some such products 
of past labour will become smaller and smaller as we look further 
to the future This output stream (or alternatively possible 
output streams) to be expected from the existing non-permanent 
goods IS the main factor which will determme the direction of the 
investment of current labour ” If output is to be maintained 
at a constant level, it will be necessary to distribute '' labour ’’ in 
such a way between the different investment periods as gradually 
to complete the half -finished products for the future moments and 
to provide for the replacement of what is used up m such a way 
that at any future moment there will exist a stock of intermediate 
products eqmvalent m productive capacity to that existing now 
The wish to maintain the output stream at a certain level will thus 
make it necessary to invest current labour for defimte periods, and 
the existence of the old stock of non-permanent products will 
make it possible to do so without temporarily reducing the output 
stream below the level at which it can permanently be maintained 
It IS not possible to attempt at the end of this article a more 
detailed description of the actual process by which the value and 
the time structure of the existmg stock of rent-goods afiect the 
investment of current labour Such a discussion would have to 
include a close exammation of the factors which determine the 
value of existing rent-goods, the rate at which they will be amor- 
tised, and the rate of return at which these amortisation quotas 
can be reinvested It would be complicated by the fact that the 
process in question is an essentially dynamic process m the course 
of which the shape of the investment function for current labour 
would undergo a gradual change Some at least of the problems 
here involved I hope soon to take up in a discussion of the 


at successive moments in the past But under djuiamic conditions, where mter 
mediate products ■will be used for other purposes than those for which they were 
originally intended, this strict correspondence between the output function 
which describes the output stream derived from the quantity of labour mvested 
at a moment of time, and what one might call the integral output function, 
ceases to exist This mtegral output function, which describes the output 
stream to be derived, not only from the origmal factors but from all goods 
existmg at any one moment, assumes then an mdependent significance It •will 
probably piove to be the most frxntful concept for the analysis of dynamic pro- 
cesses I understand that it is m this form that the concept of the output 
function will take a central position m Mr V Edelberg’s forthcommg pubhcation 
on these problems 
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closely related problem of the meaning of '' maintaining capital 
intact.” 

It is hoped, however, that what has been said will at least 
make it plausible that even if there shonld be no correspondence 
whatever between the technical composition of the existing stock 
of real capital and the kind of capital goods in which current labour 
is invested, yet the value of the existing real capital limits within 
fairly narrow ranges the time dimension of current investment. 
It might, in some ways, even have been more fortunate if the 
connection had been stated in this way, namely, that the existing 
stock of real capital determines the investment structure of 
current labour, rather than in the inverse form, although it is, of 
course, true that it is by changes in this investment structure that 
changes in the quantity of real capital are brought about. 

That anything which will tend to lengthen this investment 
structure of current labour will lead to increases of the quantity of 
capital and anything which tends to shorten it will lead to a 
reduction of capital, remains a point of fundamental importance. 
But the liiain point to remember here is that it is not simply 
changes in the value of the existing capital goods in general, but 
changes in their relative value, which will cause such changes in 
the direction of current investment. A rise of the value of those 
parts which will give their returns in the more distant future will 
lead to the investment of a greater part of the current labour for 
longer periods and vice versa. It is the emphasis which the 
concept of the period of production (investment function) places 
on this time structure of the stock of real capital, on the fact that 
it is not a homogeneous mass but that it is organised in a definite 
way and that the only method by which we can understand this 
organisation is by concentrating on the place of individual capital 
goods in this time structure, that constitutes its true usefulness. 

A. VON Hayek 
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1. Thebe has recently been developed and discussed by a 
number of •writers — ^notably Dr Hicks, Mrs Robmson and Mr. 
Kahn — a new concept, which they call the elasticity of substitution 
When I first considered this concept it seemed to me that it 
might prove a valuable tool m the analysis of distribution, and, 
in setting out to write a chapter on that subject, I expected to 
make considerable use of it In the event I have found it of less 
service than I had anticipated , but in the course of the inquiry 
some general considerations emerged, which it may perhaps be 
worth while to set down In writing this paper I have had the 
advantage of criticism from Mr Kahn, who has also very kindly 
checked over the algebra. 

2 The elasticity of substitution in its most fundamental 
form may be defined as the proportional change in the ratio of 
the amounts of the factors (engaged in producing any commodity) 
divided by the proportional change in the ratio of their marginal 
physical productivities ” ^ This definition, apphed to industries, 
not, as Mrs Eobmson, from whom this wording is taken, apphes 
it, to individual firms, may be expiessed symbolically thus 
Let a and h be the quantities of any two factors of production 
A and B — it is immaterial how many factors there are — engaged 
in producing some commodity, and pa and pi, their marginal pro- 
ducts When a increases to {a + Aa), b becomes (6 + Ah), pa 
becomes {pa + Apa) and pb becomes {pb + Apb) The elasticity of 

substitution, which we may call rj, is then equal to 

b pt, 

Let us write a, j8, va and to for — , and Then 

^ a’ b’ Pa Pb 

by an easy reduction we have, m the hmit, = — — ® 

TTa — ■ "TTb 

^ Robinson, The Econom'ics of Imperfect OompeUtion, p 330 n , and Kahn, 
Remew of Economic Studies, Oct 1933, p 72 

2 The miters who have so far made use of this concept have usually preferred, 
when treating the matter formally, to define the elasticity of substitution as 

— — This is a matter of taste I prefer not to insert the minus sign, and 
shall proceed on that plan in the discussion that follows 
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3. This way of defining the concept imphes that there is, 
between any two factors that it relates, a single unambiguous 
elasticity of substitution, irrespective of the manner m which 
the imtial equilibrium situation is supposed to be disturbed 
As will be shown presently, this imphcation is, in fact, correct in 
the special case where the relevant productivity function is homo- 
geneous in the first degree — i e where conditions are such that 
equi-proportionate changes m the quantities of all the associated 
factors entail a change in the same proportion in the quantity of 
output ^ — and where only two factors of production are operating 
In the general case, however, it is clear that no imphcation of 
this sort holds When the proportional quantities of any two 
factors alter in a given measure their proportional marginal 
productivities will, in general, alter difierently according to the 
nature of the disturbance that has taken place — accordmg as 
it IS brought about by a shift m A’s supply function, or m ^’s 
or C's or D’s Thus there is not, between any two factors, a 
single elasticity of substitution, but a large number of such 
elasticities As between factors A and B there are elasticities, 
which we may write a'r]ab, brjab, cr}dbi and so on, according as the 
mitial equihbrium has been disturbed by a move in A’s, B’s 
or (7’s supply function Similarly, as between any two factors 
Q and B, there are a series of elasticities of substitution, which, 
with a hke significance, may be written arjqr, br]qr, crjqr, and so on 
Thus, if there are n factors of production there are, in general, 

— elasticities of substitution The fact that in the special 

case of two factors and a homogeneous function of the first degree 
the two elasticities arjab and 6^a&, which this formula allows, happen 
to be identical does not, of course, mvahdate the rule 

4 Let us now investigate the particular elasticity of sub- 
stitution arjab in the general case where there is no proviso either 
that the productivity function is a homogeneous function of the 
first degree or that there are only two associated factors It 
will be enough for our purpose to consider a system contaimng 
three factors The presence of a larger number would extend the 
algebraic analysis, which is, in any event, cumbrous, without 
introducing any new point of interest Write for the productivity 
function F and for the quantities of the several factors a, 6, c 

^ In a many firm mdnstry this implies that the marginal physical productivity 
of any factor to the firm by which it is employed is equal to its marginal produc 
tivity to the whole mdustry, ^ e that marginal private and marginal social 
product coincide 
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SO that the quantity of product is F(a, b, c) For simphcity of 
working let us choose units such that a ~ b = c This, of course, 
makes no difierence to the result reached For the marginal 

product of A, namely write pa, analogously for the 

marginal products of B and C Next distinguish a series of 
elasticities, to be called elasticities of pa'rtial productivity For 
each factor there is an elasticity of partial productivity in respect 
of shifts in the supply functions of itself and of each of the others 
The elasticity of partial productivity of factor A in respect of B 
is the proportional change in the marginal productivity of A due 
to a given proportional change in the quantity of B, when the 
quantities of all the other factors are unaltered, divided into 
that proportional change Thus write aca for A's elasticity of 
partial productivity m respect of changes in A , b€a for ^’s 
elasticity of partial productivity in respect of changes m B , and 
so on Then — 

1- — fL ^ 

a€a Pa Ba 

-L == A 

b€a pa Bb 

Bpa 

c€a Pa Be 

1 a Bpb 

a€h pb Ba 

_L — A §25 

h€.h Pb * Bb 

_o Bpb 

c€b Pb Be 

while A and A have corresponding meanings 

a€c b€c c€c 

Write db and dc for the changes in the quantities of B and C 
that are brought about when the quantity of A is changed, 
through a shift m ^’s supply function, from a to {a + da) Finally 
write Ca, Cbi Cc for the elasticities of the supply functions of A, 
B and G Then the elasticity of substitution between A and B 
in respect of shifts in ^’s supply function, namely — 



Hence, by algebraic manipulation, we obtam 
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_ Ml 

&€« h€b j da |cea c^bj J [ daj 


and IS, 


oTjab l^a^a «€& J dcc b^a 6C6 J do^c^a c^bj J ^ da J 

5 This formula contams two unlaiowns, ^ and and is, 

’ da da' 

therefore, without significance until the values of these have been 
determined For that to be possible some assumption must be 
made about the relation between the rates of payment of 
the factors B and C and their margmal products The natural 
assumption is that the relation is one of equahty If the produc- 
tivity function IS homogeneous in the first degree, and if conditions 
of perfect competition prevail, this assumption must conform 
to the facts The rate of payment of every factor must then be 
equal to its marginal product If the condition of homogeneity 
is not satisfied, it is imposs%hle for this to be true of all the factors , 
for payment on that plan would involve aggregate receipts for 
all the factors together either greater than or less than aggregate 
output But that the two factors B and C should be paid in 
accordance with their marginal productivity is still possible 
Let us suppose that they are, in fact, so paid It follows that, 
for equilibrium, the marginal product of B must be equal to the 
supply price of the extant quantity of it, and similarly for C 
Hence the change m the margmal productivity of B consequent 
on the shift in A must be equal to the change m its supply price , 
and similarly for C 

d . ^ db pb I 
Hence ir-xP^} “ it — 

da^ da b eh 

-j-v . cZ w I db \j , dc \j 


Hence 




Hence 


In like manner, 


d 

daP^ ~ 

^ 1 

da eh 

dc 1 
da e, 


da db^ 
db 1 


, dc ^ 
da 


e, a^c ' 


Writing ( — 
these equations 


and ( ) = n, we derive from 

\cec 


'yi a^b a^c 


yb c^b b^c 

.111 


a€c yyi b€c a€b 

I I 1 


yyb b€c c€b 
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By substituting the values of ~ and ^ 


thus obtained in equation 


(I) we are able to express in terms of es, ec and the various c’s 

^ ^ ^ ar]ab 

It IS not necessary to write out the highly complex expression 
that results The essential point is that eb and ec, representing 
the elasticities of supply of B and C, are contained m it 

6 Let us now suppose^ not only that the factors B and C are 
paid m accordance with their marginal products, but also that 
they are associated in a homogeneous function of the first degree 
This condition entails the equahty 


^ r 1 ^ 


d . N , c 
(Pa) +- 


0C 


(pa) = 0 , 


and its two analogous equations 

For the marginal product of each factor is, with a homogeneous 
function of the first degree, unaltered by an equal proportional 
change m the quantities of all of them 


Hence we have 



= 0 

(IV) 

b€a c^a 

+ - + - 

= 0 

(V) 

b€b c€b 

+ — + — 
b€c c€c 

= 0 

(VI) 


No essential simphfication is made m the complex final expres- 
sion for -i- In particular the elements es and Cc are not 

aTJab 

eliminated from it Thus, equally whether or not we assume 
that the productivity function is homogeneous, the elasticity of 
substitution between A and B in respect of shifts in A does not 
measure any characteristic either of the general productivity 
function or of any supply function, but is a complex consequence 
of interactions between productivity and supply 

7 The next step takes us to the special case in which there 
are only two factors of production If we require the factor B 
to be paid according to its marginal productivity, but do not 
require the productivity function to be homogeneous in the 
first degree, the formula for the elasticity of substitution between 
A and B in respect of shifts in ^’s supply function is greatly 
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Simplified The element of course, disappears 
^ IS then derived from the single equation 


The element 


^ 1_ 
da 66 

da 


2 . 4.^2 

a€6 dxtt l)€b 


Hence | (2 

I a€b ^b€b 

Inseitmg this value in the general equation (I), we obtain 


r 

66^ 



This expression is, of couise, very much less cumbrous than 
that proper to the case of three (or more) factors of production 
But, it will be observed, the elasticity of supply of B, namely 66, 
IS still contained in it 

8 Finally, let us add the condition that the productivity 
function IS a homogeneous function of the first degree In 
accordance with what is said in § 6, this entails, when there are 
only two factors, 

-i- + 1 = 0 (VIII) 

b^a 

A + J- = 0 (IX) 

a€b b€b 

Hereupon the complex formula of the preceding section reduces 
to the very simple expression 



a'^ab a^a b€b 


an expression which is also obtainable direct from equation (I) 

The compamon expression obviously has an identical value 

This value, tf the rule of d%m%mshing returns for factors of 
'production is ohc'yed, and if my usage of not mserting a minus 
sign IS followed, must be negative, since each of a^o, and b€b is 
negative In any event, whether this is so or not, the element 
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e& has been eliminated, while the element ec does not, of course, 
exist The elasticity of substitution describes certain charac- 
teristics of the productivity function, and is not connected with 
supply conditions m any way It is an elementary fact, and 
not a consequence of a series of complex interactions 

9 Having thus completed our analysis, we have to consider 
its practical implications The first of these concerns the special 
case of two factors only, associated in a productivity function 
homogeneous m the first degree If the characteristics of the 
productivity function which the elasticity of substitution in this 
case defines can be shown to be relevant to the solution of any 
important problem, there is excellent reason for disentanglmg 
them and giving them a name This can and has been shown 
Thus Dr Hicks and Mr Kahn have proved that, when, sub 3 ect 
to the above conditions, the quantity of one of two factors is 
mcreased, the efiect on that factor’s proportional share of the 
product depends on the way m which the magnitude of the 
elasticity of substitution is related to unity Agam, Dr Hicks 
has used the concept — once more, of course, subject to the above 
conditions — ^to extend and generalise an important theorem of 
Marshall’s Marshall, it will be remembered, worked out, in 
respect of a commodity made up of two elements whose propor- 
tions are fixed, e g knives oontammg one blade and one handle 
each, rules relatmg the elasticity of demand foi one element 
to the elasticity of demand for the whole commodity, the elasticity 
of supply of the other element and the comparative parts played 
by the two elements m the total cost He had also observed, 
without furmshmg formal proof, that these rules are not sub- 
stantially modified if the commodity is of such a sort that the 
proportions between the elements are different when different 
amomits are being produced, e g yl knives made on a large scale 
always have two blades each ^ It is easy to see that, when some 
commodity is bemg produced by the jomt action of a number of 
factors of production, the factors play a part analogous to that 
of the elements, handles and blades, m Marshall’s case If, 
therefore, the proportions between their respective quantities are 
rigidly fixed, or if, not bemg fixed, they are functions of the 
quantity of commodity that is bemg produced, Marshall’s elas- 
ticity rules apply But of course, m fact, when we are dealmg 
with factors of production, and not with elements such as the 
handles and blades of knives, these conditions are not satisfied 
For the proportions m which the several factors are employed 

^ Principles Mathematical Note XV 
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will depend in part upon their prices, and, at all events with a 
commodity that engages large amounts of the factors, these 
prices will be modified when the output of the commodity is 
modified Hence it is important to find, in respect of this more 
general case, rules corresponding to those which Marshall found 
in the particular case where the proportions of the constituent ele- 
ments are independent of their prices For two factors associated 
in a productivity function homogeneous m the first degree Dr 
Hicks has done this Write E for the elasticity of demand for 
the commodity, e for the elasticity of supply of factor j 5, m 
for the proportional part of the total cost that consists m payments 
to A , and A for the elasticity of demand for factor A Then, 
when Marshall’s conditions are satisfied, his rules can be expressed 

in the formula A = — c— — Mr Hicks has shown m effect 

^(1 — m) 4- e 

that, if we write rj for the elasticity of substitution between A 
and B, 

\ — 4- e) 4- me{E — r^) 

“ j?; _|_ e — m{E — ??) 

In Marshall’s simple case rj is ml so that, m that case, the 
generahsed formula reduces, as of course it is bound to do, to 
his formula Dr Hicks’ result is an important one, and the use 
of the symbol t] enables it to be expressed in a very compact form 
A thud interestmg apphcation of the new concept has been made 
by Mrs Hobmson She has shown — again, of course, only for 
the case of two factors and a productivity function homogeneous 
in the first degree — that, when the quantity of one factor is 
increased, the demand price per unit for the existing quantity 
of the other is increased or dimimshed according as the elasticity 
of demand for the commodity is (numerically) larger or smaller 
than the elasticity of substitution ^ Thus in the somewhat 
rarefied atmospheie in which alone it has so far been employed 
the new concept has fully proved its worth 

10 The second imphcation of the foiegoing analysis is, I 

^ The Theory of Wages, p 244 In this formula, which is translated directly 

from Dr Hicks’ version, y is defined on his plan as — , not on my plan, 

which omits the mmus sign 

^ The JEconom'ics of Imperfect CompeUUon^ p 259 For these two last 
applications the elasticity of substitution must be defifiied as the proportional 
change m the ratio of the quantities of the two factors divided by the pro- 
portional change m the ratio, not of their margmal products, but of their money 
prices Provided, however, as is here assumed, that the factois aie paid 
according to then margmal productivities, the elasticity of substitution is 
obviouslj^ the same whether it is defined in the one way or m the other 
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suggest, this For problems, in respect of which the relevant 
elasticity of substitution is a complex describing characteristics 
of one or more supply functions interwoven with characteristics 
of the productivity function, the concept, as so far defined, is of 
no service If and when we have expressed the conditions of 
some event in a formula embodymg the elasticity of substitution, 
we have merely posed our problem m a new form , we have done 
nothing towards solving it It may, perhaps, be retorted that, 
if this consideration condemns the elasticity of substitution as an 
unsatisfactory tool of analysis, it equally condemns, for example, 
the elasticities of demand and supply Formulse, it may be said, 
containing these elements, equally with those containing the 
elasticity of substitution, are only elaborate tautologies When, 
for example, we have shown, m terms of the elasticities of demand 
and supply, the effect of a tax upon the price of a commodity, 
we have said nothing about the real influences by which that 
effect IS determined We have merely disentangled the queshons 
to which answers are wanted This, of course, is true Never- 
theless, this sort of disentanghng serves a real purpose The 
elasticities of demand and of supply are independent elementary 
economic facts, the general character of whose causation is under- 
stood, and which, m some conditions, it may even be possible to 
measure statistically A formula that embodies these elements, 
though not itself reahstic knowledge, is a bridge which, if reahstic 
knowledge is to be reached, must be provided and must be 
crossed A formula contaimng the elasticity of substitution, 
on the other hand, is an unnecessary bridge that gives no help 
It does not dispense us with crossing the necessary bridges , it 
provides a roundabout way of coming to them It is no easier 
to go by the roundabout way than by the direct way, and it 
takes a longer time 

11 In these circumstances it is open to us either to retain 
the defimtion for elasticity of substitution that I have been 
studying and recognise frankly that the concept is serviceable 
only in the narrow class of cases discussed in § 9, or to modify 
the definition in such wise as to exclude the e’s ah %mUo One 
definition that would accomphsh this has been suggested to me 

A^ 

privately by Dr Hicks Under it afnah is equal to — ^ 

5 Pb 

when a small amount of A %s substituted for JB in such a way as to 
leave the total product unchanged, and the amounts employed 
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of other factors, C, D, etc , ^ emain constant This imphes 
that ^ ^ that ^ is such as to make ~ {apa + hph -f ep^ = 0 

Hence from equation (I) 

{i; “ i i} 

+ {^6 ~ + .tJ he 

+AW^yi + l + l\+j,yi- + A'\ 

\ a€.a 66a/ \ a^b h^hJ \a6c h^cJ 


The compamon expression for is obviously identical with 

this A much simpler method of extruding the e’s is to define 
arjah as above, substituting for the words there italicised, the words 
when a small amount of A is added and the amounts employed 
of all the other factors, including B, are constant This imphes 

that ~ = 0 and also ^ = 0 Hence from equation (I) = 

da da 'x \ 

The companion expression for is 

brjab 

When there are only two factors of production associated m a 
homogeneous function of the first degree, both the above ways 
of defimng the elasticity of substitution come to the same thing 
as the way discussed in an earher section All the ways make 

— and both equal to | — -f —I For this case, therefore, 

ay]ab bTjab J 

any of the definitions may be used indifferently But for the 
general case this is not so Both new definitions have the 
advantage that they describe characteristics of the productivity 
function without any intrusions from the side of factor supply 
The second is obviously much the simpler of the two Whether 
either of them can be turned to a useful purpose in treating the 
problem of distribution among more than two factors of produc- 
tion remains to be seen In my own work I have so far found it 
more convement to deal with the elasticities of partial productivity 
individually rather than with combinations of them 

A C PiGOxr 
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THE PROBLEM OF MAI^AGEMENT AND THE SIZE OF 

FIRMS 

There have appeared m the last few months two books which 
req^uire the careful consideration of all who are interested in the 
study of the structure of mdustry m its relation to the size of the 
productive unit The first of these is Professor Florence’s The 
Logic of Industrial Organisation , the second is Part I of the Final 
Report on the Fourth Census of Production (1930), which gives 
us for the first time authoritative figures for the size of firms in 
various British industries, measured by the number of persons 
employed 

Professor Florence insists that the logic of orgamsation would 
require the concentration of production m umts of the largest 
size, that it is only avoidable human failings which result in 
smaller plants and undertakings ^ He criticises Professor J H 
Jones ^ and myself ® for holding the view that the hmit to the 
optimum size of an undertaking is to be found m the mcreasing 
costs of co'ordmation required for the management of larger 
units. This view, he says, is exclusively held by economists, and 
he suggests that the experienced business orgamser would take a 
diametrically opposite view^ In support of his argument he 

1 See Florence, The Logic of Industrial Organisation, p 11 “ Now that the 

structure of industry with its firms and plants has been analysed and the various 
possible references of the ‘ scale of production * made more definite, we may 
advance to enunciate a bold proposition There are logical reasons for supposmg 
that, grantmg the advantages of mechamcal and human specialisation, large scale 
production, especially when conducted in large-scale firms and plants, results m 
maximum efficiency ” (His italics ) And p- 12 “ the more the amount 

of any commodity that is provided the greater the efficiency ” 

See also p 117 “ Undoubtedly there are a few men who would be competent 

to head mdustrial organisations of almost any size, but if we believe in the normal 
distribution of mborn abilities, we may assume that such geniuses are rare, and 
that the average head of the business is not competent to manage unaided on a 
scale beyond a certam pomt ” And p 47 “ Logically under modern conditions 

the larger organisations should immediately outdo the presumably less efficient 
smaller organisation , but m fact there is a lag, owmg to the stickiness or ‘ friction * 
of the market, i e the slow adaptation of the consumer, and owing on the produc- 
tion side also to the difficulties m the rapid growth of organisations ” 

2 Economics of Private Enterprise, pp 123'-4 

® Structure of Competitive Industry, p 48 

* As regards authority for this view, though research by casual conversation 
is at best unrehable, my own experience of questionmg busmess organisers is 
somewhat different from that of Professor Florence Many, engaged m many 
industries, and m particular m the cotton, wool and coal industries, and in various 
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quotes Messrs Mooney and Reiley ^ to the effect that the vastest 
organisation that the human mmd can conceive will not be too 
vast for efficient one-man leadership if the (hierarchical) and 
functional prmciples are correctly apphed ” 

With the idea of the economy of the very large unit m mind 
it IS mterestmg to turn to the Fmal Report of the Census of 
Production, and to test these opinions by reference to the facts 
disclosed there The statistics relate only to firms ^ employing 
more than ten work-people in each case, and the present volume 
covers only the Textile, Leather and Clothmg Trades 



Percentage of Total Workers, 
employed m Firms employmg 
less than 

No of 
fibrms with 
200 

workers 
or above 

50 

100 

200 

300 

Artificial Silk 

3 

8 

17 

22 

45 

Jute 

1 

3 

12 

28 

52 

Woollen and Worsted 

5 

14 

29 

44 

323 

Hosiery 

10 

22 

40 

49 

113 

Lmen and Hemp 

6 

15 

35 

49 

22 

Cotton Spmnmg 

3 

10 

24 

48 

362 

Cotton Weavmg 

3 

14 

38 

68 

322 

Textile Fmishmg 

9 

22 

43 

65 

108 

Boot and Shoe 

10 

23 

42 

66 

162 

Tailoring and Dressmaking 

22 

39 

56 

67 

309 

Hat and Cap 

19 

36 

61 

74 

35 

Lace 

27 

51 

73 

83 

14 

Saddlery and Harness 

34: 1 

57 : 

81 1 

100 * 

10 

Umbrella and Walkmg-stick 

41 

63 

loot 

100 f 

— 


* No analysis over 200 
•f No analysis over 100 


(N B — Workers m firms employing less than ten persons are excluded from 

these figures ) 

“ fashion mdustries,” have told me that units beyond a certam size were from the 
pomt of managerial costs and efficiency less economical 

The most interestmg example of this view that I have found m prmt is con- 
tamed m some remarks made by Sir Ernest Gowers, Chairman of the Coal Mmes 
Reorganisation Commission, m the course of an address to the Cardiff Busmess 
Club {Colliery Guardian^ March 3rd, 1933) “ There must be some optimum size 

of unit, a size that will secure the admitted benefits of large-scale control without 
bemg too big for the control to be efficient I do not pretend to be able to say 
categorically what the optimum size is Colliery owners and managers them 
selves have very diverse opmions about it It must, of course, vary m different 
coal-fields But what is quite certam is that the optimum is greater than the 
size of the vast majority of undertakings m the Coal mdustry to-day Even on 
the most modest estimate of the maximum size capable of efficient control, there 
IS plenty of scope for amalgamation for this purpose alone 
1 See Mooney and Reiley, Onward Industry , p 308 

^ A precise defimtion of the “ fibma ’* is impossible The procedure adopted 
by the Census authorities is described as follows “ Forms were issued m respect 
of each estabhshment, but where a firm owmng more than one establishment in 
the same trade preferred to make a smgle combmed return covermg all establish 

B 2 
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At one end of the scale of the industries concerned we have the 
artificial silk and silk trade Here 66 per cent of all workers are 
employed in firms of 750 work-people and above (61 per cent 
actually in firms employing above 1,000) and only 8 per cent in 
firms employing less than 100 persons Jute follows next with 
32 per cent of all workers m firms of 750 persons and above and 
only 3 per cent in firms with less than 100 We then find a group 
of industries for which it is approximately true to say that half 
the workers are m firms greater and half in firms less than 300 
workers hosiery, the cotton trades, the woollen and worsted 
trade, textile finishing and the boot and shoe trade There follows 
the tailoring trade with about haK the workers in firms of less than 
200 workers, and finally we have the hat and cap trade, the 
saddlery and harness trade and the umbrella trade with more than 
half the workers m firms of less than 100 persons It is evident 
from the figures that there are wide variations of size of firms both 
withm industrial trades and as between trade and trade Yet 
there remains a sense in which we can usefully say that firms in 
the silk and rayon trades are larger than those in the tailoring 
and dressmaking trade, and the latter in turn larger than those 
in the umbrella trade 

We find here fact, as represented by the statistics, in con- 
siderable conflict with theory, as represented by Professor Florence’s 
logical organisation Some explanations of the continued sur- 
vival of large numbers of firms of small or only moderate size 
must therefore be provided 

In the course of the many discussions of the survival of the 
small firm three mam types of explanation have emerged The 
first, which IS chiefly identified with the name of Professor Marshall, 
may be called briefly the Biological Solution Marshall, msisting 
always on the importance of economic biology, found his explana- 
tion in the growth and decay of firms ^ A firm might for a time 
enjoy economies from expansion and so progressively grow larger 
But m time a less qLuickapphcation of new methods, a less energetic 

ments m one area, this course was usually allowed, subject to the plumber of 
operatives employed at each establishment being shown separately On the 
other hand, where a firm earned on more than one trade in the same establish- 
ment, separate returns were obtamed for each trade wherever jBLrms were m a 
position to furnish them Neither the number of establishments nor the number 
of returns received therefore necessarily express for any trad© the number of firms 
engaged m that trade This circumstance should be borne in mmd m considermg 
the tables dealmg with “ Size of firms ’’ which are based on the average number 
of persons employed as shown m the individual returns ” Pmal Report, Part I, 

p Xll 

1 See Marshall, pT%nc^ple8 of JEJeonormee (8th ©dn ), pp 286-7, 299-300, 316-17 
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management, a less skiKul lesistance to misfortune would give 
opportunity for younger and smaller firms to enter and take for 
themselves part of the former market, even though greater size 
might have led to a further reduction in the costs of the older firm 

This solution would appear to postulate both a slow maximum 
rate of expansion and a rapid onset of senile decay In fact in a 
growmg industry the rate of expansion may be very great In 
ten years two motor-car firms have grown from a size close to that 
of the cotton firms to a size some fifty times as great Several 
radio firms have expanded within a similar period to a size some 
five times greater than that of most textile firms 

It IS, of course, true that in older and more stable industries 
expansion is generally slower, smce it must be substitutive rather 
than additive The condition of substitution of new plant for 
old is that total cost with the new plant shall be less than piime 
cost with the old The smaller is prime cost as compared with 
total cost, the nearer must the long period be approached before 
substitution will take place But in so far as the economies of 
large scale may be realised by concentratmg the ownership and 
management of a number of previously separated technical xmits, 
growth which is neither purely substitutive nor purely additive 
IS seldom difficult and may be very rapid, as has recently been 
seen, for example, m the case of the unification of the various road 
transport services m this country 

Even purely substitutive growth, however, is often so rapid 
that it IS difficult to imagine that in the time that it takes efficiency 
will be substantially diminished One would rather expect it to 
increase, for some time at least, with experience Woolworth and 
Marks & Spencer, for instance, have entered a market which, even 
granted some mitial inefficiency based on excessive margins 
hallowed by traditional practice, is yet fairly severely competitive, 
and in less than a decade have reached a size greater than almost 
any of their competitors 

But the chief objection to the biological explanation must be 
one of fact The industries in which expansion should be most 
rapid are those in which the market is most perfect, m which 
goodwill counts for least Of all the industries m England in 
which we should expect expansion to be easiest the cotton and 
woollen industries are the first Yet they exhibit more than 
almost any others the survival of the comparatively small unit 
Eor mechanical reasons the purely technical gams of large scale 
m these industries are not very great, and expansion by purchase 
of additional mills would never in recent years have been difficult 
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Yet, apart from the various attempts at monopolistic unification, 
the concentration of small units mto moderately large units has 
made very httle progress It is difficult to beheve that this can 
he accounted for wholly, or even in substantial measure, by the 
decline of business capacities durmg the period required for 
expansion 

The second solution may be called the solution of Imperfect 
Competition Fathered originally by Adam Smith, it has enjoyed 
a great revival in the past few years ^ Put briefiy, the argument 
IS this Any given market is limited by the density, the wealth, 
and the tastes of the population within it The size of the market 
that can be served by any one firm is thus limited by the density 
of the market and the area which can be reached at a given 
transport cost A firm reaches equihbrium when marginal 
revenue, as calculated at the works of the firm (and the resultant, 
therefore, both of density and of transport cost) equals marginal 
cost also at the works The level of the marginal revenue will 
depend, in each case, on the extent to which the firm discriminates 
within the hmits made possible by the transport costs 

But if it were true that the size of the market and the level of 
transport costs dictated the size of the firm, we should expect 
firms to locate themselves m such a way that transport costs were 
at a mmimum We should expect to find each firm (granted a 
given density of population of uniform wealth and taste, a given 
level of transport costs, and equal cost in each firm) in the centre 
of its own hexagonal market, touching six other similar hexagonal 
markets, and at such distance from the next firm that at the 
margin for each firm marginal revenue (calculated at the centre) 
was equal to margmal cost 

We should not expect to find highly locahsed industries with 
a number of comparatively small umts, such as are to be found m 
the textile and cutlery trades For if local economies of raw 
materials or other external economies required production in one 
aiea we should expect to find amalgamation of the small units into 
large umts at these advantageous positions ^ 

The size of the market may be limited also by goodwill This 

^ For mstance, in the work of P SraHa, G- F Shove, E Chamberlin, B F 
Harrod, Mrs Bobinson Marshall did not exclude this solution (see, eg, 
p 601 ), but the central place m his argument is undoubtedly held by 
the biological explanation 

® In this connection it is interesting to remember that in those industries m 
which transport costs are a large proportion of total costs (iron and steel affords 
a possible example), very large productive units are as often an indication of a 
scarcity of natural resources as of a superiority of orgamsmg ability For such 
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IS m practice probably one of the most important hmits to expan- 
sion But goodwill IS most important m relation to the ignorant 
purchaser, and far less important in relation to the skilled 
purchaser If I wish to buy a good motor oil I must trust to the 
reputation of a brand If the Air Ministry wishes to buy oil it 
can test its suitabihty by elaborate analysis and offer a higher 
price only for a better article We should expect to jSnd imper- 
fections of the market large m close proximity to the ignorant 
customer, comparatively small in a market where experts are 
tradmg and their number is small We should not, for example, 
expect a large measure of imperfection in the earher stages of 
production in the textile trades, where the unfimshed product is 
sold by experts to experts on an orgamsed market. Moreover, 
the extent to which goodwill imperfection can hmit the size of the 
firm IS itself hmited. The difference between marginal cost and 
average cost can be no greater than the difference between 
marginal and average revenue, that is to say, the rate of increasmg 
returns must equal the degree of imperfection of the market 
Unless the market is highly imperfect the rate of mcreasmg returns 
at the margin must be small 

Neither of these two solutions offers an entirely adequate 
explanation of the facts as they exist There remain two further 
solutions, which may perhaps be better regarded as variations of a 
smgle one First there is Professor Florence’s solution, which 
I take to be that in an actual, illogical world there is an optimum 
firm, but that its existence is due only to avoidable incompetence ^ 
Second, there is the solution which, I think, Professor Jones, and 
certainly I myself would offer, that m a perfectly orgamsed world 
an optimum firm is to be found I should be prepared to agree 
that in some circumstances it may be very large indeed , that for 
some products which are consumed rarely and not in large amounts 

scarcity will require production, to be concentrated at the few sources of the raw 
material, and the fact of this local concentration will make possible the amalgama- 
tion of the smaller units mto larger and technically more efficient units It has 
been suggested to me that this may be m part the explanation of the larger 
productive umts m the Iron and Steel trade of the XJmted States as compared 
with those m England 

^ It is, of course, impossible to draw a hard and fast Ime between what I imagine 
Professor Florence to be saying and what I myself am attemptmg to say The 
limitation to the scale that can be managed arises, even m my view, from the 
limitations of human abilities, from the fact that they can only think and organise 
at a certam pace, that they can only crowd so much work mto twenty -four hours, 
that persons take tune to convince, and so on The distmction between us lies 
m the fact that I should hold that no conceivable improvement of the qualities 
of human bemgs, as we know them, could expand the necessary capacities for 
management indefimtely 
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the optimum size might be greater than would be afforded by the 
whole world market But I should certainly hold that for every 
type of product there is in a given state of technique some size at 
which the technical and other economies of larger scale production 
are outweighed by the mcreasmg costs of the co-ordmation of the 
larger unit, or by a reduced efS.ciency of control due to the growth 
of the unit to be co-ordinated The point at issue between 
Professor Plorence and myself is whether, in conditions of perfect 
orgamsation, management costs will rise as output increases, or 
managerial ei&ciency will diminish It is to that question that I 
wish now to devote attention 

As Mr Kaldor has pointed out in a recent article ^ in the 
Economic Jotjrnae, in conditions of perfectly competitive 
supply prices of factors of production, increasing cost can only 
exist for the firm if some factor of production is necessarily a 
scarce factor from the point of view of the firm, but in perfectly 
elastic supply from the pomt of view of all the firms in the mdustry 
This can only happen if for some reason a firm is precluded from 
mcreasmg the number of umts of the factor that it employs, if, 
that IS, it IS of the essence of the firm that it employs one umt and 
one only The only factor of production which is of this character 
IS the factor of co-ordmation So far as the purely supervisory 
tasks of management are concerned, Mr Kaldor has argued, a 
multiphcation of supervision is possible by purchasing more units 
of supervision or emplo3ang them in parallel ^ But the task of 
co-ordination cannot be multiphed in parallel It is of its essence 
that it IS single ^ Even if the task of co-ordination is exercised by 

^ “ The Equilibrium of the Eirm,” Ecoitomio Joxjbnal, March 1934, pp 
60-76 

2 I find Mr Kaldor’s division into supervisory and co-ordinatmg tasks of 
management somewhat diffi cmlt If supervision is limited to the maintenance of 
disciplme and the clerical tasks of securmg that production proceeds in accordance 
with plan, no difficulty arises But m practice a great part of the activities, even 
of the lower grades of management, consists m dealmg with the mmor crises 
which occur when production for some reason has failed to proceed strictly m 
accordance with plan, and involves the makmg of new decisions which require an 
act of co-ordmation with the decisions of other parts of the management Super- 
vision without CO ordmation will be found only m those cases where production 
could have proceeded almost equally well without supervision 

® While it is true (in Mr XJrwick’s words) that the supreme co-ordmatmg 
authority must rest somewhere and in some form m every orgamsation,*’ and that 
m this sense it is of its essence that it is smgle, yet (again quotmg Mr XJrwick) 
“ there must be co ordmatmg authority at lower levels of the cham of responsi- 
bility ’ ’ The act of co ordination can m a measure be delegated, but the responsi- 
bility for the final achievement of co-ordination must be unique Professor 
Knight has said, “ In organised activity the cruc>%al decision is the selection of 
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a group, the decision of the group must be the decision also of each 
member of the group, except so far as a member of it renounces his 
duties of co-ordmation and allows another to exercise them on his 
behalf If there is division of labour within the co-ordmatmg 
group there is no co-ordmation If the British Cabinet allows the 
Secretary of State for India to make the Cabinet’s decisions with 
regard to India it is a mutual admiration society and not a 
co-ordinatmg body. 

Now in what does the task of co-ordination consist ^ It consists 
in securing that A’s decisions do not conflict with B’s decisions, or 
vice versa — den37ing to some extent, that is, complete hberty of 
action to A or to B It consists further m seeing that both A’s 
and B’s actions are properly designed to achieve the end that the 
whole unit has in view, and that they are both approaching this 
end by paths appropriate to the existing conditions 

The extent to which co-oidmation will at any moment be 
necessary will depend upon the number and the intensity of the 
factors which can affect the decisions either of A or B with regard 
to the best means to achieve their own more limited ends, or which 
can alter the ultimate ob]ective of the whole unit, or alter the 
appropriate path of the whole unit to this ultimate objective In 
a world in which no decisions had ever to be taken a single decision- 
taking unit could manage an infimtely large undertaking The 
actual size of the undertaking which any given unit can manage 
will depend upon the frequency, the urgency, and the nature of 
the decisions to be made It is impossible, therefore, to discuss 
optimum units for co-ordination without knowing or assuming the 
type, the degree, and the frequency of change involved 

Mr Kaldor has argued that, m consequence, “ m a full long- 
period equihbrium (in Marshall’s Stationary State) the task of 
management is reduced to pure ‘ supervision,’ ” co-ordinatmg 
abihty “ becomes a free good and the technically optimum size 
of the individual firm becomes infinite (or indeterminate) ” ^ 

men to make decisions Any other sort of decision making or exercise of 

judgment is automatically reduced to a routme function 

See TJx wick, Management of To morrowy pp 63—4, Knight, Rtshy Uncertainty 
and "Profit (London School of Economies Reprint), p 297 

1 See loo at 71 Mr Kaldor is here following Knight, loo at , pp 267-8 
But even m the deeisionless world it is doubtful if we should be right m beheving 
that the optimum unit would be infinite Unless the output demanded from the 
industry to which the unit is supposed to belong is also mfinite, an approach 
towards infinite size must mean also for the firm an approach through oligopoly 
towards monopoly, and the unit is likely, therefore, to have supply curves of 
factors of production which gradually approach to the conditions of the supply 
of those factors to the mdustry A rismg supply curve of any one of the factors 
will be sufficient to set a limit to the optimum size of the unit 
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There is obviously a measure of truth in what Mr Kaldor is here 
saying But to secure a decisionless world we must attempt an 
artificial construction far different from that contemplated by 
Marshall in his Stationary State It is not sufficient that * ‘ tastes ’ ’ 
or “ obstacles ” shall remain constant It is necessary that 
obstacles shall not exist Even granted perfect foresight the 
existence of an obstacle needs co-ordmated effort to surmount it 
A change of the efficiency of machines, or of the relative efficiency 
of individuals, or of a crop yield would involve a concerted adapta- 
tion to the change In Mr Kaldor’s world there must be neither 
sun nor ram, neither snow nor frost, neither thunder nor hghtmng 
There must be a steady consumption of raw materials without any 
exhaustion of their supplies, a steady progress of firms without 
such progress bringing either experience to the younger or old 
age to the elder Men must not die, and therefore if the state is to 
be stationary they must n ot be born There must be no inventions , 
no discoveries of new materials or of new sources of supply No 
machmery must wear out, for it would be impossible to oo-ordmate 
production durmg its replacement In Mr Kaldor’s long period 
we shall be not only dead but m Nirvana And the economics of 
Nirvana, the study of the prmciples on which decisions should 
be made in a decisionless world, is surely the most fruitless of 
sciences 

Now clearly the degree of unreahty of Mr Kaldor ’s assumptions 
in what he chooses to regard as long -period equihbrium has 
nothmg to do with the truth of the fundamental issue with which 
he and I are deahng Co-ordmation is ‘‘ a dynamic function ’’ in 
Mr Kaldor ’s words, or, as I should prefer to put it, a function of 
the degree of change, smce I myself would conceive of certain 
kinds of change requirmg co-ordination even in a stationary state 

But whatever views we may hold about this, in MarshalFs 
biological long -period equihbrmm, where growth is equal to decay, 
co-ordinating decisions are necessary within one firm even if 
demand from the point of view of the industry is constant, and in 
such a world it would be necessary to discuss the types of change 
and decision which predominate, and the most effective scale on 
which they can be made 

The most important type of change with which an entrepreneur 
in his function as co-ordmator of adaptation must deal is a change 
of demand, and we may take this as an example of a disturbing 
factor Given a certam change of demand for the product of an 
industry, the individual firm has two decisions to make first, 
the degree of adaptation that is desirable, second, the method of 
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adaptation IsTow this distinction immediately confronts ns with 
the essential division of all such decisions Some decisions require 
the greatest possible knowledge of the detailed operation of the 
firm itself, others require the greatest possible knowledge of the 
probable actions of other producers, of the trend of the market for 
the product or of the supply of one or more factors of production 
Decisions regarding the degree of adaptation are best made by 
persons in close touch with the market, even if comparatively 
remote from production The larger the unit for which these 
decisions are made, in many respects the more accurately can 
they be made Decisions regarding the method of adaptation, 
on the other hand, are made best by persons in intimate touch 
with the detailed technical problems But any actual decision 
will in most circumstances be a compromise between these two 
types of decisions For the degree of adaptation cannot be 
decided without knowledge of the financial effects of given methods 
of adaptation, and the method of adaptation, particularly m a 
multiple plant organisation, cannot be determmed mdependently 
of the degree 

Granted this distmction, we may say that the best scale of 
management will depend upon the relative importance of accurate 
knowledge of these two kinds In an industry in which the 
methods of adaptation are simple, while the problems of the best 
degree of adaptation are complex, a large unit may often be 
controlled even more effectively than a small, and granted a 
scarcity of entrepreneurs of exceptional abihty to estimate the 
trends of the market, it almost eertamly will be better controlled 
In an industry in which the most difficult problems are those of 
techmcal methods of adaptation, the umt of management wiU be 
more efficient when the scale is small enough for the management 
to be not too remote ^ 

There are some tasks, then, which are best centrahsed, some 
which are best decentrahsed But there would appear to be in 
practice no unammity as to which decisions should be centrahsed 
and which decentrahsed Mr Urwick states that in the history 
of many combines a rhythmic centrahsation and decentrahsation 
IS to be observed, an excess of the onepohcy giving way to an excess 

1 The effects of change are not, of course, limited to the structure and amount 
of management itself Where change is frequent and rapid adaptation is neces 
sary the size of the unit to be adapted is important A battahon takes longer to 
change direction than a squad It took Ford a year to change over from the 
Model T to the Model A, whereas Frazer Hash will alter any car to his customer’s 
requirements The technical optimum, adapted to risks and fluctuations, is, as 
I have shown elsewhere, always a function of the rate of change See Structure 
of Competitive Industry^ pp 83 et seq 
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of the other pohcy ^ In many combines , in fact, centralisation 
extends httle further than price fixing and in some cases order 
distribution They are structurally httle different from the less 
formal t3^es of orgamsation, such as cartels or profit pools The 
main unit of co-ordmation is the plant, and Mr Kaldor, if I under- 
stand him right, would regard the plant as the firm in this case 
A multiphoation of plants here yields no economies except in so 
far as the central ofS.ce orgamsation creates conditions nearer to 
those of perfect competition as regards the distribution of orders 
to plants and the closing down of plants Its 3ustification hes not 
in the realm of costs hut of monopoly profits 

An important point emerges here The division of labour, and 
the techmcal gams which are secured by a larger scale of produc- 
tion are bought at the expense of greater co-ordination If, in an 
attempt to dimimsh the degree of centralisation and co-ordination, 
the unit of production is kept small, the economies of greater 
techmcal scale must be forfeited If it is sought to secure the 
economies of large-scale technical production, the diseconomies 
of co-ordination must be incurred It is impossible to enjoy 
simultaneously both the techmcal gains of large scale and the 
managerial economies of decentrahsation ^ 

Decisions regarding methods of adaptation, it has been argued, 
are best made by those nearest at hand and with the greatest 
knowledge But in practice a certain degree of remoteness is 
dictated by the needs of large scale for techmcal purposes and for 
marketmg purposes, as well as for the speciahsation of the routme 
functions of management and design Thus the central problem 
of management to-day is the facihtation of decisions by persons 
somewhat remote from the problems which they have to decide 
Up to a point an individual or a group can make decisions without 
difficulty They can be themselves m touch with the issues that 
they are deciding Up to this pomt m the interests of economy it 
is at least desirable that entrepreneurs should be occupied But 
beyond a point the task of decision-makmg and of co-ordmation 
has to be specially orgamsed 

It IS of the essence of any organisation that it contains the 
scalar chain of authority ® through which orders are transmitted 

^ See L Urwick, Management of To-morrow, pp 73-4 

® Where firms which were previously engaged m imperfect competition are 
amalgamated and the conditions of the market are thereby changed, it may be 
possible through mcreased specialisation to secure greater technical economies 
without greater total costs of co ordmation But m conditions of perfect com- 
petition the optimum degree of speciahsation will already have been achieved 
Cf Joan Robinson, MJconomtca of Imperfect Competition, pp 338—9 

® See Mooney and Reiley, Onward Industry, pp 31 et seq The ordinary 
military, or hierarchical, orgamsation affords an example of the scalar cham 
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to the rank and file of the organisation But such a scalar chain 
IS itself a bad instrument for the transmission upward of know- 
ledge and of information It must m almost every case be 
supplemented by a stafi organisation, whether the staff be formally 
recogmsed as such or not The task of the stafi is threefold first 
to acquire the knowledge necessary to co-ordmation and the 
creation of a central plan of admmistration, second to interpret 
the plan of action to those in the scalar cham of authority whose 
task it is to carry the plan into effect, third to discover at the 
earhest moment defects in the plan, or divergences from the plan 
and to secure modification of the plan itself or of its method of 
mteipretation 

Within the staff itself a functional division of labour is possible 
and frequent, and since the staff must work as a umt, within the 
staff itself IS to be found the scalar chain of authority But the 
essential purpose of the staff is to provide for the upward passage 
of the knowledge on which the one supreme co-ordinating authority 
can base its decisions 

Messrs Mooney and Beiley have, as we have seen, argued that 
granted perfect orgamsation, a perfect scalar system, and a 
perfect staff system, an mfimte umt can be organised Before 
attemptmg to deal with their mam arguments somethmg must be 
said about the examples with which they support then argument 
They show that the largest armies have been organised success- 
fully But the test of successful organisation of an army is that 
maximum aggregate productivity is achieved An army is profit- 
ably enlarged and organised up to the point where the marginal net 
product of the imperfectly orgamsed private is zero But the 
test of successful industrial orgamsation is that maximum average 
productivity is achieved An mdustrial body will be profitably 
enlarged only up to that pomt where marginal productivity is 
equal to average productivity In the first case the optimum is 
achieved with heavy mcreasmg costs of co-ordination , in the 
latter with none or almost none 

Let us now return to the central problem Can a perfect scalar 
cham and a perfect staff orgamse an mfimtely large unit without 
loss of efficiency ^ The essence of the scalar cham is a hierarchy 
of persons who beyond a pomt must know less and less about more 
and more The scalar cham can be extended indefinitely without 
loss of efdciency only on one of two assumptions , first that the 
necessary knowledge for decisions is very small, second that the 
maximum amount of co-ordmation is achieved at each level m 
the scale, and the knowledge required for co-ordmation at the next 
higher level need not descend into the lower levels of the scale. 
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while operative workers increased between 1907 and 1924 only by 
10 per cent , admimstiative, technical and clerical staff increased 
by some 60 per cent 

But the cost of co-ordination is not hmited to the cost of the 
co-ordmator Those who sujffer co-ordination must almost cer- 
tainly bear further costs Apart from the relatively insignificant 
clerical costs, there are the far more important costs which arise 
from the time spent by valuable executives in conferences, dis- 
cussions and committees, m the composition of memoranda and 
the persuasion of others where the author is already persuaded 
In addition to all these are the costs which arise from the loss of 
initiative and the opportumty to secure without reference to 
higher authority that the right thing is done at the right moment, 
or from the relative stagnation which tends to emerge where 
executives lose hope of convincing higher authority of the necessity 
for change 

It would appear, therefore, that an optimum firm with an 
upper hmit imposed by the difficulties and costs of co-ordination 
IS both logically satisfactory and a necessary hypothesis to explain 
the existing facts It cannot be denied that in a situation where 
an organisation is tested neither by average productivity, as m 
industry, nor by aggregate productivity, as m war, the organisa- 
tion may be almost indefimtely large ^ That the organisation 
approaches chaos in such conditions is irrelevant But granted 
either the test of war or the test of industry, an organisation has 
an effective hmit Xerxes discovered it m the one case, Thyssen 
m the other 

But the optimum is not an optimum independent of the 
environment m which industry must be conducted It is dependent 
obviously upon the development of technique both of production 
and of management It is dependent on the rate of interest, and 
the rate of growth of invention and the consequent obsolescence of 
plant It IS dependent further upon the conditions of the market , 
that IS, upon the rate of growth of demand and the consequent 
cost of expansion, and upon the probable variations of demand 
All this has for some time been recognised It is impossible, that 
IS, in any case to regard the optimum firm as one would wish to 

1 It has been suggested to me that, m fact, there is m some cases a considerable 
interval between the minimum size, dictated by technical considerations, and 
maximum size, dictated by considerations of co-ordination, that over this range 
costs are approximately constant, and the size of the optimum is therefore withm 
these limits indeterminate While such a state of affairs would depend obviously 
upon the technical circumstances of the industry and the early exhaustion of 
techmcal and other economies, such statistical verification as I have been able 
to secure in the case of one or two mdustnes lends support to this view 
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regard it, as a size of firm determined independently of demand, 
and independently of the environment in which the firm must 
work But though it is impossible to regard the optimum firm as 
wholly mdependent of a given environment, there are obvious 
objections to regarding it as the firm best adapted to all the cir- 
cumstances of the existing environment For if we do this, every 
firm which is maximising its profits m a given situation is the 
optimum firm in that situation ^ If, as is hkely, we are concerned 
with the probable costs of a fiim or group of m a situation 
other than the existing one, it is more convement to regard the 
optimum firm as being the firm with the lowest long-period average 
costs of production, given a market of the dimensions and geo- 
graphical distribution of the present total market for the products 
of the industry, given the present variabihty and rate of growth 
of the market, and given also the present technical and general 
environment of the firm and of industry in general That was the 
sense in which I myself mtended to use the phrase But the 
concept IS admittedly a fragile one, and the degree to which the 
hypothetical conditions of competition must be modified to admit 
of a more perfect adaptation to an environment cannot be 
accurately stated 

Mr Kaldor’s article has, I think, helped us to appreciate the 
extent to which the environment in which it must woik determines 
also the optimum scale of co-ordmation, and by so doing has made 
it even clearer than it was before that the optimum firm and the 
cost curve of the industry must be dependent in this sense also 
upon the environment in which the firm and mdustry are working ^ 
He has shown that the equihbrium economics of the stationary 
state has no useful lessons or analogies for the economics of a 
living world, that the study of an economic system abstracting 
from its environment is a purposeless academic exercise We 
can now profitably return to the proper field of economic studies, 
the study of the adaptation of economic organisations to their 
environments, and reahse that Marshall was, as so often, right 
when he said that “ the Mecca of the economist lies m economic 
biology rather than m economic dynamics ” 

Austin Eobinson 

Sidney Sussex College, 

Cambridge 

^ I think Professor Plant assumed me to attach this meamng to the optimum 
firm m at least one part of his review of my book m Economtca (February 1933) 
Professor Florence, loc Cfit , pp 4.2-3, would appear on occasion at least to define 
it thus 

2 Cf Shove, Economic Joitbnai., March 1933, p 118 
No 174 — XLIV S 
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The object of this paper is to describe the principles of the 
Reserve Bank of India Act, 1934, which received the assent of the 
Governor-General on March 6, the Bill having been passed by 
the Legislative Assembly on December 22, 1933, and by the Council 
of State on February 16, 1934 It is the most important piece 
of legislation in the history of Indian banking and, as Sir George 
Schuster, the retiring Finance Mmister, said, the outstanding 
proposal put before the Legislative Assembly during his tenure 
of office The Act is a well-balanced measure which takes 
advantage of the latest experience of other countries This 
experience has been adapted with much skill to the special con- 
ditions in India. 

The history of the proposal of an apex or Central Bank for 
India was discussed in the Economic Joxjrhal of December 1928 
It wiU be remembered that the proposal was by no means a new 
one The Royal Commission on Indian Currency and Finance 
in its Report, 1926, showed that the evidence of witnesses clearly 
brought out the necessity of a unity of pohoy in the control of 
currency and credit if monetary stabihty is to be achieved There 
are great weaknesses in a system where currency and credit are 
under separate authorities Sir Henry Strakosch was a member 
of the Royal Commission, and his mfluence may be seen m every 
page of the Report on a Reserve or Central Bank for India 
After the lapse of eight years from the pubhcation of the Royal 
Commission’s Report the Act has become a reality The delay 
has, all things considered, been very beneficial The original 
BiUs have been so modified as to produce a very workable plan 
India will now have a centrahsed banking system imder which 
commercial banks will be able when necessity arises to turn into 
cash the maximum of their assets without disturbance to general 
conditions Memories in India are sometimes short, but the 
history of joint stock bank failuxes m the last twenty -five years 
clearly shows how much wiU be achieved by rediscounting facilities 
afforded by a central banking system 

It will be recalled that the first Bih was introduced into the 
Legislative Assembly on January 25, 1927 It was entitled A 
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Bill to establish a gold standard currency for British India and 
constitute a Reserve Bank of India ” It embodied in the mam 
the recommendations of the Royal Commission of 1926 It 
provided for a shareholders’ bank free from pohtical influence 
and a directorate of fifteen members, nine of whom were to be 
elected by shareholders The Select Committee altered the Bill 
very fundamentally by suggesting that the Bank should be a 
State Bank, the Government of India subscribing all the capital, 
and the clause prohibiting members of the Central and Local 
Legislatures from becoming Directors was deleted This involved 
a departure from the prmoiples on which the original Bill had been 
framed and the change was unacceptable to the authorities On 
September 8, 1927, Sir Basil Blackett, the Rinance Minister, 
announced that the Government had decided not to proceed 
further with the consideration of the Bill during that Session 
He proceeded to England on October 29 to discuss with the Secre- 
tary of State the details of the plan for a Reserve Bank, and on 
his return a new Bill was pubhshed on January 11, 1928 The 
President of the Assembly dechned to allow the Bill a reading, 
as he held the former Bill was still before the House This was 
considered, as it was hoped to amend the Bill through its passage 
in the Assembly and Council of State When, however, Govern- 
ment were defeated by one vote m the Assembly over the inelegi- 
Dihty of pohticians to be Directors, the discussion on the Bill was 
adjourned sine die on the 10th February, 1928 At this stage the 
first drops of the thunderstorm of the trade depression occurred and 
Sir George Schuster succeeded Sir Basil Blackett as Finance 
Mmister The question of reforms in the Constitution also gave the 
whole question of a Reserve Bank a new importance The Govern- 
ment of India in their Despatch dated September 20, 1930, on the 
Simon Commission’s Reform proposals, stated that the formation 
of a Reserve Bank on sound hnes must be a condition precedent 
to any transfer of financial responsibihty from the agents of the 
British Parhament to a Minister answerable to the Indian Legisla- 
ture The Government felt that the statutory obhgation of 
supporting exchange and, therefore, for assuring that adequate 
remittance can be made to meet all private and pubhc foreign 
exchange requirements, should not, on grounds of principle, be 
imposed on Government in the New Constitution 

At this stage an inquiry into banking was undertaken, and 
this happily had great beneficial results Inquiries were set on 
foot in the provinces, and all of the Provincial Committees had 
begun work by August 1929, except the Punjab Committee, 

S 2 
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which, began somewhat later The details of the inquiries were 
settled by the Central Banking Inqmry Committee, and when 
these Provmcial Committees reported, the Central Committee, 
with the assistance of a small body of Foreign Banking Experts, 
set to work, and the Beports of the Central Committee and Foreign 
Experts were both pubhshed in 1931 The Central Committee 
consider it to be a matter of supreme importance from the point 
of view of the development of banking facihties in India, and of 
her economic advancement generally, that a Central or Reserve 
Bank should be created at the earhest possible date The 
estabhshment of such a bank would by mobihsation of the banking 
and currency reserves of India under one authority tend to increase 
the volume of credit available for trade, industry and agriculture 
and to mitigate the evils of fluctuating and high charges for the 
use of such credit caused by seasonal stringency ’’ The Foreign 
Experts were of opimon that the immediate problem m con- 
nection with Indian banking is not a question of expansion but 
of organisation, consohdation, and co-ordination, and the 
solution of the main problem was m their opimon a strong, well- 
equipped and influential Reserve Bank 

The discussions in London at the Round Table Conferences on 
the new Constitution showed that the question of the Reserve 
Bank was a sine qua non of the handing over of responsibility to 
a Finance Minister answerable to an Indian Legislature The 
Paper Currency and Gold Standard Reserves of the Government 
of India must be entrusted to a Reserve Bank which would be 
responsible for monetary stabihty and at the same time would 
be free from pohtics The Federal Structure Sub -Committee of 
the First Round Table Conference recommended that “ with a 
view to ensuring confidence in the management of Indian credit 
and currency, efforts should be made to establish on sure founda- 
tions and free from any pohtical mfluence, as early as may be 
found possible, a Reserve Bank, which will be entrusted with the 
management of the currency and exchange ’’ In the course of 
the discussions of the Third Round Table Conference the Secretary 
of State for India undertook that representative Indian opinion 
would be consulted in the preparation of proposals for a Reserve 
Bank The new Constitution, as outhned in the “ White Paper ’’ 
pubhshed in the early part of 1933, assumes that before the first 
Federal Mmistry comes into bemg a Reserve Bank, free from 
pohtical mfluence, will have been set up by Indian legislation and 
be successfully operating Some of the conditions required for 
the successful working of the Bank depend on world economic 



1934] 


THE EESEBVE BAHH OF INDIA 


261 


conditions Tke Indian budgetary position must be assured, the 
existing short-term debt m London and in India must be within 
proper hmits, adequate reserves must be accumulated and India’s 
normal export surplus must have been restored Most of these 
conditions have been fulfilled The last, however, has still to be 
achieved In accordance with the undertaking of the Secretary 
of State a Committee on Indian Reserve Bank Legislation (com- 
monly known as the London Committee) met in London in July 
last year and submitted a Report The prime purpose of the 
Report was to facihtate the drafting or rather redrafting of the 
Reserve Bank Bill The titular chairman of the Committee was 
the Secretary of State for India, Sir Samuel Hoare, but Sir 
Reginald Mant, the deputy Chairman, presided over the Com- 
mittee, which consisted of 23 members, comprising not only 
leading authorities on the principles and practice of central 
banking and financial administrators from India and Great 
Britain, but also leaders of Indian pubhc opinion, drawn from the 
Legislature, the business community and public life of British 
India and the Indian States A Bill based on the Report of the 
Committee was introduced in the Assembly and Council of State 
in September 1933, and a Joint Select Committee of both Houses 
under the Chairmanship of Sir George Schuster was appointed 
The Select Committee did not alter the Bill materially and it was 
placed before the Assembly in November and passed, as already 
noted, in December 1933 by the Assembly and by the Council of 
State in February 1934 


II 

The Act IS divided into four chapters , the first chapter deahng 
with definitions, characteristic of most if not all Indian Acts , 
the second with the incorporation, share capital, management and 
business of the Bank , the third with central banking functions, 
and the fourth with general provisions relating to the Reserve 
fund, auditing, returns and kindred questions There are five 
schedules (1) the areas served by the various share registers, 
(2) the hst of scheduled banks , (3) the provisions to be contained 
in the agreement between the Reserve Bank and the Imperial 
Bank of India , (4) the scale of additional dividends payable to 
shareholders , and (5) the details to be shown m the weekly return 
The Bank is a shareholders’ bank free from any pohtical influence 
The original share capital is 50 milhons of rupees divided into 
shares of one hundred rupees each, fully paid up Separate 
registers of shareholders are to be maintained at Bombay, Calcutta, 
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Dellii, Madias and Rangoon, and a separate issue of shares is 
to be made in each of the areas served by those registers as defined 
in the First Schedule, and shares may be transferred from one 
register to another No person may be registered as a shareholder 
in more than one register and he is quahfied to be registered in 
any area where he ordinarily resides or has his principal place of 
business A shareholder must be (1) domiciled in India and either 
an Indian subject of His Majesty or a subject of State in India , 
(2) a British subject ordinarily resident in India and domiciled 
in the United Kingdom or in any part of the British Empire the 
government of which does not discriminate in any way against 
Indian subjects of His Majesty , or (3) a company registered under 
the Indian Companies Act, 1913, or a society registered under the 
Co-operative Societies Act, 1912, or any other law for the time 
being in force m British India relating to co-operative societies 
or a scheduled bank, or a corporation or company incorporated 
by or under an Act of Parhament or any law in force in any part 
of the British Empire, the government of which does not dis- 
criminate in any way against Indian subjects and having a branch 
in British India Each shareholder who has been registered for 
a period of not less than six months will have one vote for every 
five shares held, but his voting power is subject to a maximum 
of ten votes No Director and no member of a Local Board can 
be a member of the Indian Legislature or of a local legislature 
unless, within two months of the date of his appointment, nomina- 
tion or election, he ceases to be such member No salaried 
Government official and no salaiied official of an Indian State or 
officer or employee of any bank or director of any bank other 
than a co-operative bank registered or deemed to be registered 
under the Co-operative Societies Act, 1912, may be a Director 
or a member of a Local Board The Central Board of Directors 
will consist of a Governor and two Deputy Governors to 
be appointed by the Governor-General in Council after con- 
sideration of the recommendations made by the Board in 
that behalf, four Directors to be nominated by the Governor- 
General in Council , eight Directors to be elected by shareholders, 
two each from the Bombay, Calcutta and Delhi registers and one 
each from the Madras and Rangoon registers, and one Govern- 
ment official to be nominated by the Governor-General m Council 
As regards the four Directors to be nominated by the Governor- 
General in Council, these are not mtended to represent pohtical 
interests , their purpose is explamed in the following extract 
from the London Committee’s report — In view , » , of the 
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fact that in the particular circumstances of India election may fail 
to secure the representation of some important elements in the 
economic hfe of the country, such as agricultural interests, we 
recommend that a minority of the Board should he nominated , 
it being understood that this power would be exercised to redress 
any such deficiencies ” 

A Deputy Governor and the Government official Director 
may attend any meeting of the Central Board and take part in 
its dehberations but may not vote In the case of a Deputy 
Governor, however, when the Governor himself is absent, a 
Deputy Governor may vote if authorised in writing by the 
Governor The Directors, whether elected or nominated, are to 
hold office for five years except the Governor and Deputy Gover- 
nors, who hold office for a period not exceeding five years and 
are ehgible for reappointment The Government official Director 
will hold office during the pleasure of the Governor-General in 
Council The elected Director or Directors representing an area 
on the Central Directorate are elected from the members of the 
Local Board by shareholders in the area holding five or more 
shares In addition to their function m the election of Directors 
of the Central Board, the Local Boards have no other duties of 
an executive nature except such as may be delegated by the 
Central Board They are, therefore, mainly advisory and will 
doubtless, as m the case of the discount comimttees of the Banlc: 
of Belgium and the Bank of Japan, play a valuable part in the 
scrutiny of commercial paper 

The Committee on Indian Reserve Bank Legislation recom- 
mended that the first appointment of Directors should be made by 
the Governor-General in Council, smtable arrangements being 
made for retirement in rotation In regard to the Governor the 
Committee held that it was essential that this officer should 
command general confidence not only in India but abroad The 
majority of the Reserve Bank Committee thought that the 
Governor-General in his discretion should be the appointing 
authority when the proposed Indian Constitution Act comes into 
force The Reserve Bank Act provides that the first constitution 
of the Central Board will be as follows — The first Governor and 
the Deputy Governors will be appomted by the Governor-General 
in Council on his own imtiative, and the first eight Directors 
representing the shareholders on the various registers will be 
nominated by the Governor-General in Council from the areas 
served by those registers until successors have been elected on 
the following plan. “ On the expiry of each successive period of 
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twelve months after the nomination of Directors, two Directors 
shall be elected as prescribed until all the Directors so nominated 
have been replaced The register in respect of which the 

election is to be held shall be selected by lot from among the 
registers still represented by nominated Directors, and for 
the purposes of such lot the Madras and Rangoon registers shall 
be treated as if they comprised one register only ” 

The Bank’s offices will be m Bombay, Calcutta, Delhi, Madras 
and Rangoon, and a branch in London was decided on by the 
narrow ma3ority of one vote m the Legislative Assembly 
Branches or agencies may be estabhshed in any other place in 
India or, with the previous sanction of the Governor-General in 
Council, elsewhere The Bank is thus obliged to establish a 
branch m London, although it is the usual practice of Central 
Banks to conduct their operations in another country through 
the agency of the Central Bank in that country The South 
African Reserve Bank, for example, has the Bank of England as 
its agent in London There is, however, no reason why the 
London office of the Indian Reserve Bank should not maintain 
close contact with the Bank of England while at the same time 
preserving its independence 

The great principle underlying the structure of India’s Reserve 
Bank is its mdependence m relation to the State in law and in 
practice Reserve banks to perform their functions best must 
possess a certain detachment and independence of the Govern- 
ment The principle that the new Bank should be free from any 
pohtical influence was indeed the rock on which the Reserve Bank 
Bill of 1928 was shipwrecked We have the experience,” said 
Mr Norman, Governor of the Bank of England, m his evidence 
before the Royal Commission on Indian Currency and Finance, 
“ in Europe that in the case of the banks in which the Govern- 
ment held considerable measure of control, or there has been a 
limitation on the freedom of the Bank, it has not resulted to the 
advantage of the community ” The Government of India will 
indeed stand behind the Bank, but it will not influence it except 
in the discharge of statutory obligations It may at first sight 
appear to be a paradox that m order to carry out a wise central 
banking policy in harmony with the national life, a State Bank 
under official control is not advisable Even in countries where 
the capital of the Bank is held by the State, steps have had to be 
taken in certain circumstances to render its administration 
independent of pohtical influences and of the Government The 
Reserve Bank in any country is responsible for the stabihty of 
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the currency and on this account alone stands in a special relation- 
ship with the Government Its discount pohcy affects credit, 
the country’s gold reserves and the general purchasing power 
Nevertheless, the independence of the Bank must be safeguarded 
This has been done in the Indian Act by precluding the State 
from subscribmg to the capital of the Bank, as is the case with the 
great majority of Central Banks The Government will have 
certain powers in regard to the appointment of the Governor and 
other Directors of the Bank, especially in the case of the first 
appointments made under the Act But this is in no way to give 
the Government power of interference in the admmistration of 
the Bank It is merely to ensure that the Reserve Bank will be 
in capable hands In almost all countries the Governor is 
appointed by the head of the Government, and in a number of 
instances other members of the Directorate are so appointed 
A Reserve Bank is not a Department of State but rather a large 
public trust, and the greatest possible care must be taken not to 
allow sectional interests, even banks themselves, to be represented 
on the Central Board of Directors For this reason the share- 
holders cannot be allowed entirely to elect from shareholders the 
Board The hmitation of voting power to ten votes prevents 
undue influence on the Board by those holding large blocks of 
shares The profits, too, of the shareholders have to be limited, 
as the Bank must not be conducted primarily from the view- 
point of dividends, and this hmitation prevents the Directors 
fiom being unduly influenced by this — ^the return to be paid on 
the capital of the Bank A careful balance has been kept between 
the various influences likely to bear on the management of the 
Bank — Government and private If Government had a con- 
trolhng influence over the Bank there are ways by which powerful 
interests m India to-day may try to enforce their wishes We 
have in the Bank of France between 1923 and 1925 the influence 
of extraneous forces on banking policy Between 1923 and 1925 
the Bank exceeded the legal hmit of the note issue In 1925 the 
volume of notes v/as 43 milhards although the maximum fixed 
by law in 1920 was 41 milhards The balance sheets actually 
hid this fact owing to Government compulsion, and the increased 
borrowmgs from the Bank intensified without any shadow of 
doubt the depreciation of the franc, and it was one of the causes 
leading up to the financial crisis of 1926 Excessive govern- 
mental influence has been sedulously avoided in the Indian 
Act, since otherwise Reserve Bank questions might at any 
moment become first-class pohtioal issues, and when politics 
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comes in at the door central banking is apt to fly out at the 
window 


III 

Next as to the business of the Bank The Reserve Bank will 
he essentially the crown of the whole structure of hanking in its 
widest sense It will exercise a general control and supervision 
of credit and currency conditions Its chief functions will be to 
act as the note-issuing authority, to control credit in the country’s 
interest, and to maintain the stabihty of the currency, which is 
the very foundation of all contractual relations It will act as 
banker to the Government and to commercial banks Its busi- 
ness will not be to make profits over and above what is required 
to pay a moderate hmited dividend on the capital employed m 
it, and it will not be a burden on the taxpayer Its aim is not 
that of the commercial banks which collect deposits and make 
loans to customers and are essentially profit-making institutions 
Its great advantage to these banks will be that it will centrahse 
the surplus cash resources of the Indian banking system which 
can be used in time of need The Bank is defimtely prohibited 
from engagmg in trade or otherwise having a direct interest m 
any commercial, industrial or other undertaking , purchasing its 
own shares or the shares of any other hank or of any company or 
granting loans upon the security of any such shares , advancing 
money on mortgage or otherwise on the security of immovable 
property or becoming the owner of immovable property except 
such as is necessary for its own business premises and residences 
for its officers and servants , making unsecured loans and advances , 
drawing or aoceptmg hills payable otherwise than on demand , 
allowmg interest on deposits or current accounts It has central 
bankmg functions, viz the obhgation to be the Government 
banker and the right to be the sole note-issuing authority m India 
It must sell sterhng “ for immediate dehvery in London, at a rate 
not below one shilhng and fivepence and forty -nine sixty-fourths 
of a penny for a rupee,” and buy sterhng for immediate dehvery 
in London, at a rate not higher than one shillmg and sixpence and 
three-sixteenths of a penny for a rupee ” Every bank in the 
Second Schedule of the Act must mamtam with the Bank a 
balance which at the close of busmess on any day must not be 
less than 5 per cent of the demand habihties and 2 per cent of 
the time habihties A weekly return is to be sent both to the 
Bank and to the Governor-General m Council, signed by two 
responsible officers, showing (a) the amounts of its demand and 
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time liabilities, respectively, m India , (6) the total amount held 
in India in notes , (c) the amounts held m rupee coin and subsidiary 
com respectively , {d) the amounts of advances made and of bills 
discounted m India , and (e) the balance held at the Bank In 
return for this the Beserve Bank will discount the paper of the 
scheduled bank I consider this section of the Act to be of the 
very highest importance to the future of indigenous banking, 
since the provisions are capable of bemg used to the advantage 
of the indigenous bankers up and down the countryside It is, 
of course, absolutely essential to the control of credit that 
scheduled banks should keep an adequate and substantial per- 
centage of their demand and time habilities with the Beserve 
Bank, and this is a primary reason why the Reserve Bank is 
debarred from doing ordmary banking business The Bank has 
also extensive powers m open -market transactions, a sphere of 
reserve banking that has much developed in recent years The 
Bank, in short, can, when it is considered necessary for the 
purpose of regulating credit m the mterests of Indian commerce, 
industry and agriculture, discount paper directly in the open 
market {i e paper without the signature of a scheduled bank or a 
provmcial co-operative bank), or the Bank can make loans or 
advances, '' provided that a committee of the Board (of Directors) 
or the Governor shall not, save m cases of special urgency, authorise 
action under this section without prior consultation with the 
Central Board, and that in all cases action so authorised shall be 
reported to the members of the Central Board forthwith ’’ This 
proviso makes it clear that although the exercise of these powers 
should not necessarily be regarded as hmited to occasions of so 
urgent a nature as to justify their description as an emergency, 
they are nevertheless not to be used for the normal operations 
of the Bank and should be restricted to special occasions As in 
the case of the Commonwealth Bank of Austraha, the Issue 
Department is separated from the Banking Department, the 
model, of course, bemg the Bank of England In the case of the 
Indian Act, however, the proportional method of holdmg reserves 
IS followed and not a fixed amount of fiduciary issue The 
separation of the issue from the banking functions of the Reserve 
Bank is open to criticism as it does not show the Bank's habilities 
as one comprehensive whole The assets of the Issue Department 
must consist of not less than two-fifths of gold com, gold bulhon 
or sterhng securities, provided that the amount of gold shall not 
at any time be less than 400 millions (40 crores) of rupees in value 
The remaining three-fifths may be held m rupee com. Government 
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of India rupee securities of any matuiity and sucli bills of exchange 
and promissory notes payable m British India as are ehgible for 
purchase by the Bank, provided that the rupee securities shall not 
exceed one-fourth of the total amount of the assets or 500 milhons 
(50 crores) of rupees, whichever amount is greater, or, with the 
previous sanction of the Governor-General in Council, such amount 
plus a sum of 100 milhons (10 crores) of rupees Gold is to be 
valued at its par value, 8 47512 grains of fine gold per rupee, 
rupee coin at its face value, and securities at the market rate 
Sterhng securities are balances at the credit of the Issue Depart- 
ment with the Bank of England, hills of exchange bearing two or 
more signatures and drawn on and payable in the United Kingdom 
and having a maturity not exceedmg ninety days, and Govern- 
ment securities of the Umted Eangdom maturing within five 
years For two years after the Act comes into force such securities 
may be securities maturing after five years It is further provided 
that on the date of the transfer of the note issue to the Bank by 
the Government of India and of the transfer of the Paper Currency 
and Gold Standard Beserves, the gold com and bullion and sterhng 
securities shall not be less than one-half of the whole amount 
transferred and the amount of rupee com shall not exceed 500 
milhons (50 crores) of rupees Any surplus over this amount will 
be held by Government in a separate account, and arrangements 
are made by which the Bank and the Government can keep the 
rupee assets to 500 millions or one-sixth of the total assets, which- 
ever is the greater As m the case of many other Beserve Bank 
charters, a tax is leviable during any period m which, with the 
previous sanction of the Governor-General, the suspension of 
assets requirements takes place The periods are naturally for 
short periods only — ^not exceedmg thirty days m the first instance, 
which may be extended from time to time by periods not exceed- 
mg fifteen days — and the rate of tax shall be “at the bank rate 
for the time bemg m force, with an addition of 1 per cent per 
annum when such holding exceeds 32| per cent of the total 
amount of the assets, and of a further 1-J per cent per annum m 
respect of every further decrease of 2-| per cent or part of such 
decrease, provided that the tax shall not m any event be payable 
at a rate less than 6 per cent per annum ” 

In addition to the Central Banking functions just described, 
the Act carefully prescribes the busmess which the Bank may 
transact m regard to acceptmg deposits without interest, the 
purchase, sale and rediscount of bills of exchange and promissory 
notes, making loans and advances, the purchase and sale of 
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securities, agency business, the borrowing of money, and, 
'' generally, the doing of all such matters and things as may be 
incidental to or conseq[uential upon the exercise of its powers oi 
the discharge of its duties under this Act ” A Reserve Bank 
should not compete for ordinary hanking business with commercial 
banks, and if it had to pay interest on deposits this would be an 
additional incentive to make profits and therefore to incur risks 
which a Reserve Bank should not incur The prohibition of the 
payment of interest should be viewed in the same hght as the 
hmitation of dividends National considerations m a Reserve 
Bank are all-important and not profits Hence the non-payment 
of interest has been clearly stated in the Act Deposits may be 
taken from the Secretary of State in Council, the Governor- 
General m Council, Local Governments, States in India, banks 
and any other persons ” The purchase, sale and rediscount of 
bills of exchange and promissory notes, hearing two or more good 
signatures, one of which must be that of a scheduled bank, are 
clearly defined To enable the Bank to discount rupee import 
bills in the event of such instruments coming into existence m 
the future, the Bank may purchase, sell and rediscount bills of 
exchange and promissory notes drawn on and payable in India 
if the bills arise out of bona fide commercial or trade transactions, 
have two good signatures, one of which is that of a scheduled bank 
and mature within ninety days from the date of purchase or dis- 
count The maturity of bills and promissory notes for financing 
seasonal agricultural operations or the maiketing of crops may, 
as m the United States Federal Reserve system, be nine months 
from the date of purchase by the Bank Agricultuial trading is 
longer than that of industry, and for this reason the charters of 
Hungary, Chile, and South Africa also provide lor an extended 
maturity in such cases Bills and promissory notes drawn and 
payable in India and bearing the signature of a scheduled bank, 
if issued or drawn for the holding or trading in securities of the 
Government of India or a Local Government or such securities 
of States in India as may he specified by the Governor-General 
in Council on the recommendation of the Central Board, have a 
currency of ninety days 

Among the other principal items of business may be men- 
tioned — (1) the purchase and sale of sterhng to scheduled banks , 
(2) the purchase, sale and rediscount of bills of exchange drawn in 
or on the Umted Kingdom with a maturity of not more than 
ninety days , (3) the making of loans and advances to States 
in India, local authorities, scheduled banks and provincial 
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co-operative banks repayable on demand or on the expiry of fixed 
periods not exceeding ninety days against stocks, funds and 
securities (other than immovable property) m which a trustee is 
authorised to invest , gold or silver or documents of title to these , 
bills of exchange and promissory notes as are ehgible for purchase 
or rediscount by the Bank , promissory notes of any scheduled 
bank or a provincial co-operative bank supported by documents 
of title to goods and bona fide commercial, tiade or agricultural 
transactions , (4) the making of advances to the Governor- 

General in Council and to such Local Governments as have the 
custody and management of their own provincial revenues, the 
advances being repayable not later than three months from the 
date of the making of the advance , (5) the purchase and sale of 
Government securities of the United Kingdom with a maturity 
within ten years from the date of purchase, and of the Govern- 
ment of India and of a Local Government of any maturity or of 
a local authority m British India or of such Indian States as the 
Governor m Council on the recommendation of the Central 
Board may specify The amount of securities held in the Banking 
Department must be so regulated that the total value must not 
exceed the aggregate amount of the share capital of the Bank, 
the Beserve Bank and three-fifths of the Banking Department in 
respect of deposits, the value of securities maturing after one year 
must not exceed the aggregate of the share capital, the Beserve 
Bund, and two-fifths of the Banking Department in respect of 
deposits, and the value of securities maturing after ten years must 
not exceed the aggregate of the share capital, the Beserve Bund 
and one-fifth of the habihties of the Banking Department in 
respect of deposits These hmits are to be regarded as maxima 
and in ordinary circumstances the Bank will keep its security 
holdmgs as hquid as possible and will operate well below these 
hmits, (6) the borrowing of money for a period not exceedmg 
one month and the givmg of security for such borrowed funds 
No money may be borrowed from any person in India other than 
a scheduled bank and only from a Beserve Bank abroad It is 
also provided that the total borrowings in India must not exceed 
at any time the amount of the share capital of the Bank 

IV 

It remains to discuss very briefly the general provisions of the 
Act and also the Schedules These provisions are concerned 
chiefly with the Beserve Bund, the dividend on the capital, the 
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exemption of the Bank from income and super-tax, auditors, 
returns and reports, and the creation of an agxicultural credit 
department, the last of which was put forward in the Legislative 
Assembly and accepted on behaH of the Government by Sir 
George Schuster The Reserve Fund is to be created by the 
transfer to the Bank of rupee securities of the value of 50 million 
rupees (5 crores) from the Governor-General in Council The 
Reserve Fund will, therefore, be the equivalent of the paid-up 
capital of the Bank The maintenance of adequate Reserves is 
essential m the case of a Reserve Bank as it gives protection 
against the effects of any depreciation in the value of assets and 
promotes confidence m the sohdity of the banking system The 
charters of many Central Banks give special attention to the 
accumulation of Reserve funds after the payment of an adequate 
return on the shareholders’ capital As in the U S Federal 
Reserve system, a 5 per cent cumulative dividend is provided for 
and the maximum that can be paid is of the order of 6 per cent 
After making provision for bad and doubtful debts, depreciation 
in assets, contributions to stafi and superannuation funds, and 
such other contmgencies as are usually provided for by bankers, 
and after payment out of the net annual profits of a cumulative 
dividend at such rate not exceeding 5 per cent per annum on the 
Share capital as the Governor-General m Council may fix at the 
time of the issue of shares, a portion of the surplus shall be 
allocated to the payment of an additional dividend to the share- 
holders calculated on the scale set forth in the Fourth Schedule, 
and the balance of the surplus shall be paid to the Governor- 
General in Council provided that if at any time the Reserve Fund 
is less than the share capital, not less than 50 lakhs of rupees 
(Rs 5,000,000) of the surplus, or the whole of the surplus if less 
than that amount, shall be allocated to the Reserve Fund ” It 
IS clear that, while the Government may appear to be handing 
over a profitable enterprise to private shareholders, the lattei 
are not reaUy presented with the profits of the paper currency and 
the gold standard reserves, smce they subscribe the Bank’s capital, 
and the Act fixes 6 per cent as the maximum dividend thereon, 
and since all surplus profits will still go to Government The 
1928 Bill fixed the maximum at 7 per cent In fixmg this maxi- 
mum dividend under the Act two thmgs were considered, viz 
(1) the yield on Government long-term securities, and (2) the 
necessity of attractmg the small investor and thus securing a wide 
distribution of the shares of the Bank The rate of fixed (mmi- 
mum) dividend will be decided on at the time of issue of the 
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shares, and must depend to some extent at least on the rate on 
comparable securities at that time The South African Reserve 
Bank was the prototype of the Indian Reserve Bank in regard to 
this, and indeed also but to a less extent the U S Federal Reserve 
system The South African Reserve Bank provides for a cumula- 
tive dividend of 6 per cent which may reach the maximum of 
10 per cent Any surplus under the South African Act that 
remams in any year after the Reserve equals the paid-up capital 
of the Bank and after providing a 10 per cent dividend to the 
shareholders, goes to the Government In addition to the 
appointment of not less than two auditors the Act provides that 
the Governor-General in Council may at any time appoint the 
Auditor-General or such auditors as he thinks fit to examine and 
report upon the accounts of the Bank The Bank must create 
a special Agricultural Credit Department, the functions of which 
are merely (1) to maintain an expert stafi to study all questions 
of agricultural credit and to be available for consultation by the 
Government, Local Governments, provincial co-operative banks 
and other banking organisations , (2) to co-oidmate the operations 
of the Bank m connection with agricultural credit and its relations 
with provincial co-operative banks and any other banks or 
orgamsations engaged in agricultural credit The educative 
effect of the Banking Inquiry 1929-1931, perhaps its greatest 
value, IS seen in the clause that within three years the Bank must 
submit a report to the Governor-Geneial in Council on the exten- 
sion of the provisions of the Act relating to scheduled banks to 
persons and firms, not being scheduled banks, engaged in British 
India m banking and on the improvement of the machinery for 
deahng with agricultural finance and methods for effecting a 
closer connection between agricultural enterprise and the opera- 
tions of the Bank By far the most valuable part of the Banking 
Inquiry mvestigations were those relating to rural finance, 
especially the problem of rural mdebtedness and the estabhshment 
of a hnk between agricultural industry and the money market, 
between the farmer requiring credit and the capitalist seeking 
investment The clauses of the Indian Reserve Bank Act on 
scheduled banks contain germs which may affect in no small 
degree the whole futuie of Indian banking and indeed the pros- 
perity of Indian agriculture 

It can hardly be expected that the existing banks in India 
will welcome universally the creation of the Reserve Bank But 
in a few years’ time the Reserve Bank should be able to dissipate 
any feehng of suspicion or lack of understanding in regard to 
central banking functions Its privileged position as the Govern- 
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ment banker and tke bankers’ banker, its exclusive right of note 
issue, its use of the Government balances, its abihty to compete 
on rare occasions should the necessity arise with the commercial 
banks in order to control the credit situation, are bound to 
engender in the early stages some uncertamty on the part of the 
commercial banks If, as is certam, men of first-rate abihty in 
central bankmg are appointed to the key positions of the Bank, 
any feehng of antagomsm is boxmd to disappear The transfer 
of the Government balances from the Imperial Bank of India to 
the Reserve Bank will be done m such a way as to avoid any 
disturbance to the banking machmery of the country The 
Agreement between the Reserve Bank and the Imperial Bank 
provided in the Act and the recent amending Act of the Imperial 
Bank of India are not m any way ungenerous to the Imperial 
Bank, which will now be freed from the necessary restrictions 
imposed when it held the Government balances The Agreement 
IS for fifteen years, and the Imperial Bank is to be the sole agent 
of the Reserve Bank at all places in British India where there is 
a branch of the Imperial Bank m existence at the time when the 
Reserve Bank Act, 1934, comes into operation and where there 
IS no branch of the banking department of the Reserve Bank 
The Reserve Bank is to pay to the Imperial Bank for the first ten 
years a Commission calculated at one-sixteenth of 1 per cent on 
the first Rs 2500 milhon (Rs 250 crores) and one thirty-second of 
1 per cent on the remamder of the total of the receipts and dis- 
bursements dealt with annually on account of Government by 
the Imperial Bank of India At the end of ten years these pay- 
ments to the Imperial Bank will be revised and for the next five 
years will be determined by auditors on the actual cost to the 
Imperial Bank This arrangement will be revised at the end of 
every five years so long as the Agreement remains in force In 
addition to this and in consideration of the Imperial Bank of 
India’s having branches not less in number than those existing 
at the commencement of the Act, the Reserve Bank must pay to 
the Imperial Bank annually for the first five years of the fifteen- 
year period mne lakhs of rupees (£67,500), six lakhs (£45,000) 
for the next five years, and four lakhs (£30,000) for the next five 
The Imperial Bank, on the other hand, cannot without the 
approval of the Reserve Bank of India, open any branch in sub- 
stitution for a branch existing at the time when the Act comes 
into force without the approval of the Reserve Bank 

It IS not yet possible to fix a date when the Act will come mto 
force In recent years the credit of India has stood high and her 
reserves are so strong that, as Sir George Schuster pointed out in 
No 174 — yoIj xliv t 
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the Legislative Assembly on September 11, 1933, the Bank could 
be started in accordance with the proportion of the Assets fixed 
by the Act immediately Treasury balances in London are strong 
and, moreover, smce the gold was valued at the old parity there 
is a hidden reserve of unreahsed profit of 220 milhon rupees 
(Bs 22 crores) on the gold holding at market prices It may be 
safely said that in the last two years the Indian budgetary position, 
so far as the Central] budget is concerned, has been sounder than 
that of almost any other country. The existing short-term debt, 
both in India and in London, has been substantially reduced, 
adequate reserves have been accumulated, but the normal export 
surplus m merchandise has not yet been achieved All things 
considered, conditions are far more favourable to the establishment 
of the Beserve Bank than hitherto 

The passing of the Beserve Bank Act is, as we have seen, the 
most important piece of legislation in the history of Indian bank- 
ing It paves the way for the new Constitution It has been 
accepted m all the Constitutional discussions and estabhshed by 
the experience of all countries, that when pubhc finance rests 
with a Ministry responsible to an elected Legislature and hable 
to frequent change, the control of a country’s credit and currency 
should be with an independent authority acting with continuity 
This authority is a Beserve Bank independent of pohtical control 
In the new Constitution financial responsibility will be transferred, 
and the White Paper has rightly made it a condition of such trans- 
fer that an independent Beserve Bank should be in actual opera- 
tion before the Constitution comes into being 

The scheme for a Beserve Bank has been brought to a success- 
ful issue only after many vicissitudes extending over the past 
seven or eight years In 1927 m particular there was a real 
danger that the Beserve Bank car might after all be shunted on 
to pohtical hues This would have been fatal to the whole 
scheme Happily the symptoms of weakness that tended to 
compromise on this vital issue were successfully resisted Sub- 
sequently the mam danger has been the possibility of a deteriora- 
tion in the Indian financial position during the unhappy period 
of the world crisis which began in 1929 This has been averted 
by the consistent pohcy of the Government, which during a 
period covering six budgets has always stood for budget balance 
and strict control of capital expenditure 

G Findlay Shirras 

Gujarat College 

TJmversity of Bombay 
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The Art of Central Banking By R G Hawtbey (Longmans, 
Green & Co Pp xii + 464 IS$ ) 

Mr Hawtrby has named this volume The Art of Central 
Banking^ as the essay with this title is the most substantial con- 
tribution in the book The other essays comprise a closely 
reasoned criticism of Mr Keynes’s Treatise on Money, and cover 
such topics as French monetary pohcy up to 1932, the American 
Stock Exchange boom audits collapse in 1929, International short- 
term investment and Remedies for unemployment While the 
range of subjects discussed is thus extensive, the book has a umty 
based on the central theme of the monetary question as the 
dominant factor in the trade cycle An advantage of bringing 
together in one volume a survey of post-war developments m this 
country, France and the Umted States is that the action of the 
monetary authorities in each country is studied in relation to the 
guiding motive of the work, and the practical conception of 
the duties of a Central Bank is tested m the hght of experience 

In this review it is proposed to concentrate primarily on the 
principal essay, '' The Art of Central Banking ” Mr Hawtrey 
begins with an historical survey explaining how the Bank of Eng- 
land in the course of the last century gradually assumed the respon- 
sibihties attaching to the lender of last resort ” The story of 
the familiar crises of 1847, 1857 and 1866 is passed m review and 
the services performed by Goschen and Bagehot in estabhshmg 
the responsibilities of the Bank of England as the ultimate bul- 
wark of the London money market are recognised The more 
important part of the essay deals, however, with the events that 
followed the report of the Cunhffe Committee of 1918 which pro- 
vided the basis of the re-estabhshment of the gold standard in this 
country m 1925 The art of Central Banking, in the sense con- 
ceived by Mr Hawtrey, is elucidated by an exposition of the pro- 
ceedings of the Central Banks of the leading monetary centres after 
the War, associated with criticism, sometimes in trenchant terms, 
of the errors that they are deemed to have made Mr Hawtrey’s 
view, summed up in his own language, is that '' the result has been 
not merely that the world has been insufficiently prepared to deal 
with the new problems of Central Banking which have arisen m the 
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years since the War, but that it has failed even to attain the 
standard of wisdom and foresight that prevailed in the mneteenth 
century ” These words contain a serious charge, and if the charge 
IS justified the gravity of the economic crisis under which the 
world as a whole has laboured for the last five years certainly 
demands a restatement of Central Banking theory and the apphca- 
tion of new methods In his essay on Mr Keynes’s treatise on 
money Mr Hawtrey states, ‘‘ I regard the credit cycle as essentially 
a periodical fluctuation in the world value of gold,” that is to say, 
the essential factor in the trade cycle is the price factor, seeing that 
prices under an international gold standard are ultimately ex- 
pressed in terms of gold The fundamental fact in a period of 
trade depression is the disequihbrium between prices and costs, m 
which Mr Hawtrey stresses the predominant importance of wages, 
between the prices of agricultural and industrial products and 
between incomes and debts The Central Bank, by its regulation 
of credit, is in a position to enlarge or contract consumers’ income 
(the total of all incomes expressed in terms of money) and con- 
sumers’ outlay (the total of all disbursements out of income), and 
the failure to regulate consumers’ income and outlay correctly 
leads, on the side of excess, to inflation and, on the side of 
deficiency, to deflation The monetary authorities must en- 
deavour so to adjust their measures that the resultant enlargement 
or compression of the consumers’ income and outlay will be just 
what IS required ” Mr Hawtrey thus presents the trade cycle as 
a problem in monetary science and the recent havoc as the measure 
of the world’s failure to solve the problem 

Where has the failure been ^ It is fashionable in these days to 
abuse the financial authorities for the failure of the monetary 
system to harmonise debts with the capacity to pay or consump- 
tion with production, but few writers have made the effort, which 
IS such a conspicuous feature of Mr Hawtrey’s work, to bring the 
criticism home in concrete manner Though Mr Hawtrey’s 
criticisms of Central bankers are vigorous, he is, as is well known 
from his other works, in no sense alhed to those who consider that 
an international gold standard cannot be worked so as to ensure 
the full emplo3nnent of national resources in men and material m 
so far as these matters he within the sphere of monetary pohcy , 
for while stressing the monetary aspect of the economic problem 
Mr Hawtrey would doubtless readily recogmse the serious com- 
phcations that may be introduced by misgmded pohtical or com- 
mercial pohcies He regards the results of the Genoa Conference 
in 1922 as marking an epoch m the evolution of the art of Central 



277 


1934] f HAWTREY THE ART OE CEHTBAL BAN^KOTG 

Banking "" in that for the first time they estabhsh the responsihihty 
of the Central Banks for the value of gold ” He emphasises the 
point that for a substantial period, ending m 1929, the Federal 
Beserve authorities successfully handled the internal credit situa- 
tion m a manner that avoided any serious fluctuations m the price 
level When symptoms of price dechne and depression showed 
themselves, “ measures of credit relaxation quickly dispelled 
them ” Mr Hawtrey considers that the death of Governor 
Benjamin Strong in the autumn of 1928 proved a disaster to the 
world in that his policy of price regulation was abandoned There 
must, of course, remain the moot question as to how Governor 
Strong would have handled the later stages of the Stock Exchange 
boom m New York which was the prelude to the collapse in the 
autumn of 1929 In his essay on “ Speculation in Wall Street ’’ 
Mr Hawtrey indicates that Central Banks have only a hmited 
concern with speculation as a possible cause of inflation, and it is 
to be presumed that his test of inflation would be an undue rise 
in prices associated with wage troubles and industrial discontent 
From this point of view Mr Hawtrey argues that there was no in- 
flation of this kind discernible in the United States in 1929 The 
Federal Reserve Board’s restrictive actions had sufficed and they 
were not otherwise concerned with the speculation bubble, which 
was m any case bound to burst sooner or later The late Mr Paul 
Warburg, however, took the view that the incipient boom should 
have been scotched at an earher stage by credit restriction, and 
his view on this point may prove of interest in connection with 
other developments which are taking place at the present time 
Mr Hawtrey acquits the Federal Reserve Banks of having done 
anything improper up to July 1929, and goes so far as to say that 
even up to September 1929 the speculative fever was continuing 
and a relaxation of credit might still have caused inflation ” 
The real gravamen of his charge agamst the Federal Reserve 
authorities is that they hesitated to lower rates and relax credit 
after the crisis of October 1929 had broken out 

Mr Hawtrey seeks to appraise French banking pohcy in 
regard to the economic crisis The restrictions on the power 
of the Bank of France to take the imtiative in open-market 
operations naturally do not meet with his approval, and opimon 
in this country would in general concur The drain of gold to 
France after the post-war stabihsation of the franc is recognised 
as having been inconvement owing to the influence that this 
had on Central Banking pohcy in other international centres 
Mr Hawtrey, however, holds that while the French absorption 
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of gold m the period from. January 1929 to May 1931 was, in fact, 
one of the most powerful causes of the world depression, that is 
only because it was allowed to react to an unnecessary degree 
upon the monetary pohcy of other countries 

While J'rance was to blame for absorbing gold and the United 
States for not parting with gold, it was through England that the 
process of credit restriction, by means of which the scarcity of gold 
brought about the compression of the consumers’ income through- 
out the gold-using world, took effect ” Mr Hawtrey is, m fact, 
at some pains to emphasise the peculiar responsibihty of London in 
the matter of the world crisis and some vigorous shafts are directed 
at the Bank of England m the process of his argument For 
example, he criticises keenly the delay in reducing bank rate in 
1929-30, when six months elapsed in the process of reducing the 
rate from per cent to 3 per cent Again, he criticises the 
adoption of a restrictive pohcy in an effort to avert the breakdown 
of the gold standard in 1931, holding that the only measure which 
offered any prospect of doing so was a vigorous pohcy of expansion 
based on extensive open-market operations 

While different views may be taken regarding the duties of 
Central Banks m the face of a domestic crisis consequent on a 
Stock Exchange boom, and while opinions will differ to the end of 
time regarding the degree of responsibility attaching to the various 
monetary centres for the crisis, readers of this book will be grateful 
to Mr Hawtrey for his careful exposition of the basic factors on 
which judgments must be formed and for his precise and stimulat- 
ing criticisms Sometimes, as for example when he censures the 
constitution of the Bank of England from the point of view of its 
competence to handle the credit question, Mr Hawtrey may con- 
vey the impression that the theoretic position which he maintains 
with much forceful argument is madequately appieciated Some 
may hold that his analysis of the crisis, in so far as it is a monetary 
phenomenon, does not lead to a just apportionment of blame as 
between London and New York, and it might well be urged that 
London, by its effort to work the gold standard even in difficult 
times on a relatively small base of gold, was, in fact, treading an 
enhghtened path and exhibiting a valuable example 

More recent events must, however, have given Mr Hawtrey 
firmer ground for hoping that the wreckage of the post- 1929 period 
will not have failed to teach the world some valuable lessons in the 
art of Central Banking Among the documents produced by the 
Monetary and Economic Conference in July 1933 is a series of 
resolutions bearing on the general principles of Central Banking 
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policy Agreement on these resolutions, of which more may be 
heard hereafter, was reached by all the Governments represented 
on the sub “Committee on Techmcal Monetary Problems except 
that of the United States of America, which considered discussion 
of the question premature Space permits the citation of only the 
most important in this connection of these resolutions 

Since the proper functiomng of the gold standard 
requires in the first place the adoption by each individual 
Central Bard?: of a pohcy designed to maintain a fundamental 
equihbrmm in the balance of payments of its country, the 
discretion of each Central Bank in regulating the working of 
the gold standard in its own country should remain umm- 
paired Central Banks should, however, recognise that in 
addition to their national task they have also to fulfil a task 
of international character Their aim should be to co-ordin- 
ate the policy pursued in the various centres m order to con- 
tribute towards the satisfactory working of the international 
gold standard system 

“ Moreover, they should endeavour to adapt their 
measures of credit regulation, as far as their domestic position 
permits, to any tendency towards an undue change in the 
state of general business activity An expansion of general 
business activity of a kind which clearly cannot be perman- 
ently maintained should lead Central Banks to introduce a 
bias towards credit restriction into the credit pohcy which 
they think fit to adopt, having regard to internal conditions 
m their own countries On the other hand, an undue dechne 
in general business activity in the world at large should lead 
them to introduce a bias towards relaxation 

In pursuing such a policy the Central Banks will have 
done what is in their power to reduce fiuctuations in business 
activity and thereby also undue fiuctuations in the pur- 
chasing power of gold ” 

This passage revives the teaching of the Genoa Conference and 
might be transcribed as an epilogue to Mr Hawtrey’s book 

Cecil Kisch. 

Trade Depression and the Way Out By R G Hawtrey (Long- 
mans, Green & Co London 1933 Pp x + 1^^ 75 6d ) 

This book is an enlargement of a pamphlet written by Mr 
Hawtrey, and pubhshed, in 1931 It consists mainly of a critical 
history of monetary developments m the last ten years , there is 
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also some theoretical exposition and polemic against alternative 
views* It IS written in his most engaging and briUiant style Mr 
Hawtrey has a great command of historical narrative He has a 
singular power of selectmg the essential, and, while not disdaimng 
at times to insert mmute detail, he never loses sight of his general 
purpose, and enables the reader to grasp the historic process as a 
unity Moreover, he is incapable of obscurity or of tedium 

The villain of the piece before 1931 is the French legislature, 
which did not give the Bank of France power to buy securities 
It IS fair to add that the Bank of France was m no mind to ask 
for such a power The consequence was that the rising demand of 
the French public for means of payment after the depletion due to 
the inflation cuhnmatmg in 1926 could only be met by imports of 
gold Some blame is also attached to the British authorities for 
not allowmg easier money in the period after 1925 Then after the 
collapse in November 1929, it was the tardy and half-hearted 
treatment of this situation, not only m America but in England, 
that was responsible for the depression getting beyond control ” 
(p 106) The Federal Reserve Banks did indeed purchase securi- 
ties, but desisted in July 1930 It is arguable that not only was 
this cessation wrong, as Mr Hawtrey holds, but also that the 
scale of purchases was altogether inadequate, considering that the 
ebb of recession was much more ominous than it had been when 
the Banks had taken no less vigorous measures m 1924 and 1927 
The defeatist spirit of the Federal Reserve authorities in those early 
months is perhaps the most heart-breaking feature of the whole 
story. 

In the realm of theory Mr Hawtrey is not engaged m this 
volume m erecting an elaborate analytical structure He is 
concerned to state a case in its broad outhne and to wage constant 
warfare with the hosts of foUies and fallacies that beset monetary 
theory On the whole he is admirably successful In one place he 
does not appear to apprehend quite clearly the case of his oppo- 
nents While we may agree that ‘‘in 1929 there was no inflation 
in the Umted States ” (p 35) — or at least insufficient inflation to 
have serious repercussions — ^in his treatment of Professor Robbins’ 
views (p 122) he seems not to appreciate that it is an alleged large 
dechne of costs there not matched by an eqmvalent dechne of 
prices that is supposed to have produced a quasi-inflationary 
situation in 1929 

An imswerving champion of monetary stabihsation, Mr Haw- 
trey IS sceptical of the desirabihty of large-scale pubho works He 
thinks that relentless persistence by the Central Bank m the pur- 
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chase of securities would do the trick He may be right Ulti- 
mately accumulated balances will find their way into something or 
other But in the process the joint stock banks might be driven 
into a position m which the item of investments far exceeded all 
their other assets Is it clear that such a position would be without 
dangers On the other hand, he thinks that the sums involved 
in pubhc works schemes are too small A programme of 
£100,000,000 a year sounds impressive, but it is only 3 per cent 
of the national income ’’ (p 137) But why only £100,000,000 a 
year^ Why this fine careless rapture, this heroic abandon in 
matters for which the Bank of England would be responsible, 
and this niggardly caution when the responsibility belongs to 
the government ^ And what of the secondary expenditure 
entailed by such a programme ^ The argument that schemes 
put under way might outlast the need for reflation can be met , 
for when the need for reflation is at an end, the residue of the 
schemes can be financed out of taxation 

Mr Hawtrey thinks of inflationary borrowing m terms of the 
creation of bank credit This seems to suggest that he has not 
yet accepted Mr Keynes’ view that borrowing from the pubhc for 
the purpose of real mvestment may have an inflationary effect by 
diverting the flow of money that goes to cover entrepreneurs’ 
losses in a depression 

The sections of his argument which seem least convincing are 
those concerned with competitive exchange depreciation That 
this is an absurd bogey we may well agree But to the view that 
each country can by depreciatmg its currency send up its own price 
level without damagmg the external price level it is less easy to 
subscribe Imagine the world divided into two areas, A and B 
The authorities of A arrange that the value of its currency m 
terms of B’s is reduced The necessary consequence is a reahgn- 
ment of prices, such that international goods have the same price 
in A and B, taking the new rate of exchange into account But in 
virtue of what is it certain that it is the A prices which will move 
Is it not equally Likely that B prices will fall to the new appropriate 
level '2 It is still more probable that A prices will rise somewhat 
and B prices fall somewhat While refusing to regard competitive 
exchange depreciation as a menace, we need not rush forward and 
hail it as a panacea Mr Hawtrey ’s views on this subject are no 
doubt responsible for what might be taken to be a gap m his 
narrative on p 59 He describes the American reflation of 1932 
and its stimulating eflect But the revival did not last ” He 
offers no clear explanation May it not be that the set-back was 
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due to the renewed weakness of sterhng at that tirue and the 
depressing effect exerted by the fall of sterling on world gold prices, 
and therefore on dollar prices ^ 

K F Harrod 

The Bate of Interest %n a BTogTess%ve State By J E Meade 
(Macmillan 1933 Pp viii + 115 7^ ) 

Mr Meade has published the results of his work on dynamic 
equilibrium of the economic system while they are still tentative 
and uncertain, foregoing the temptation to impress the world 
with a more polished achievement m the belief that it is 3 usti- 
fiable, and indeed desirable, that economists should publish their 
thoughts on a problem on which a great number of other econo- 
mists are working, even if their work is admittedly very incom- 
plete , for advance can most efficiently and quickly be made by 
such sharmg of ideas and by co-operative work ” For this 
reason the book consists rather of a collection of separate pieces 
of analysis than of a single systematic argument Nevertheless, 
it represents a considerable feat of bold and mdependent thinkmg 
Mr Meade is a follower of Mr Ke 3 nies, but he has an original 
contribution to make, and his work is not like so much that has 
recently appeared, in which the 3 argon of “ savings and invest- 
ment IS used to cover a complete misapprehension of Mr Keynes’ 
point of view Breaking away from the vain circle of controversy 
and misunderstanding, Mr Meade has struck out on a path of his 
own The same impression of intellectual boldness is conveyed 
by his method of presentation The analysis is set out m the 
barest possible style, without allusions to other writers (save 
for two short notes of criticism, one on Mr Keynes and one on 
Dr von Hayek, each of which appears to be just), without historical 
illustrations, without reference to current problems, without 
figures of speech, without any concession to the human weakness 
of the reader His heroic austerity is at times carried to such 
extremes as almost to suggest a parody of itself, nevertheless, 
it cannot fail to provoke admuation 

The opening theme is a system of Neutral Money — a monetary 
system which simply interprets the decisions of individuals 
without, by its own action or maction, making the effects of such 
decisions different from what they would have been in a non- 
monetary economy ” (p 11 ) A neutral system, in Mr Meade’s 
view, would be one m which (with a given population) the total 
of money incomes of the community is kept constant Under 
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this system, he holds, a spontaneous change in current con- 
sumption wih lead to an equivalent opposite change in invest- 
ment, and vice versa It ensures, for instance, that a desire to 
increase saving will he prevented from stultifying itself by re- 
ducing incomes, and will be implemented by an appropriate 
mcrease m the value of the output of capital goods But he 
fails to establish the validity of this concept The action of 
each mdividual alters the situation for his neighbours The 
decision of some individuals to spend less will reduce the mcomes 
of others, and so mclme them to save less It is impossible to 
give any unique meaning to the decisions of individuals ” taken 
collectively Mr Meade states that ‘‘ any decision on the part 
of the economy that more shall be spent on consumption goods 
IS S 3 monymous with a decision that exactly so much less shall 
be spent per period on Net Investment (p 13) Why so *2 
Might it not equally well be interpreted (in the absence of full 
employment, which is not postulated) as a decision to increase 
total output “2 It appears that Mr Meade’s economy would be 
condemned to continue indefinitely with whatever amount of 
unemployment happened to obtam when the “ neutral ” policy 
was first mtroduced That is, if money wages are constant 
And in face of a change of money wages the policy of “ neutrality ” 
would completely break down By what method are the banking 
authorities to ensure that the total of money incomes shall remain 
constant when wages fall ^ And by what stretch of imagmation 
could such a violent interference with the distribution of real 
income, if it were carried out, be regarded as a policy of neutrality ^ 
The whole notion of “ neutral money ” — ^based upon the 
conception of disturbances to some kmd of natural equihbnum, 
which are due to purely monetary causes and would be elimmated 
if the banking system could be made to behave perfectly — ^is 
impregnated with a curious kind of mysticism which regards 
monetary mfluences ” as in some sense arbitrary or harmful, 
and which proceeds to confuse “ monetary influences ” in the 
sense of “ mfluences due to decisions of the monetary authorities ” 
with “influences which we are accustomed to discuss under the 
headmg of monetary theory ” The fact that the manner m which 
I spend my mcome aflects the mcomes of my neighbours is 
monetary ” m the second sense, but not m the first, and there 
appears to be no virtue, either as an analytical device or as a 
guide to practical policy, m a system designed to elimmate 
“ monetary influences ” of this sort 

But Mr Meade shows only the faintest symptoms of infection 
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With monetary mysticism The main part of his book is com- 
pletely free from it, and his analysis is conducted throughout with 
a rigour and thoroughness which mspire great confidence in the 
reader Much of his argument is independent of the notion of 
‘‘ neutral money/’ and much which he has set out in connection 
with it can be detached from it and given other applications 
The chapters on the Long- and Short-term Rates of Interest, 
and on the Structure of the Productive System are particularly 
useful from this point of view But perhaps his most original 
contribution is to introduce the notion of the supply curve of 
capital goods This is one of those simx3le innovations which 
are seen to be indispensable as soon as they have been made, 
so that we immediately begin to wonder how we have managed 
so long without them It is this kind of seemingly obvious 
improvement which refiects the most credit on its discoverer, 
for ingenious and far-fetched refinements upon the existing 
apparatus of thought are much easier to produce than the simplest 
fundamental changes m its structure 

The last few pages are devoted to showmg that the type 
of equihbrium reqLuired by Mr Meade’s neutral system is not 
automatically attamed, but must be the result of conscious 
policy of the bankmg authorities He shows that even m the 
most favourable case, where the whole of, say, a decrease in 
expenditure on consumption goods is devoted to the purchase 
of securities, there is no guarantee that a correspondmg increase 
in current mvestment will take place, in the absence of a deliberate 
effort to reduce the rate of interest The mcreased demand 
for securities will lead, on Mr Meade’s assumptions, to a rise in 
their price (which is equivalent to a fall in the rate of interest), 
but this rise will tempt some of the holders of securities to sell, 
since the relative advantages of holdmg wealth in the form of 
securities and m the form of cash are now altered in favour of 
cash. Thus, although an increase m saving is likely to lead, in 
the first instance, to some fall in the rate of mterest, it cannot 
lead to a fall sufficient to induce new mvestment equal to the 
whole of the new demand for securities, for part of the new 
demand for securities will be met by old securities changmg 
hands And if an increase m mvestment equivalent to the 
decrease in consumption is not immediately induced, the vicious 
circle of slump conditions will immediately start to revolve 

But Mr Meade is not for the most part concerned with the 
causes of disequilibrium His mam mtention is to discuss the 
conditions of dynamic equihbrium as a necessary prehmmary 
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to a study of disequilibrium. 3 ” in the conviction ‘Hhat economists 
must make a much more mtensive study of the monetary con- 
ditions of dynamic equihhrium before the theory of trade fluctua- 
tions and disequilibrium can be much further advanced ” (p vii) 
Most of the discussion of monetary problems is conducted at 
the very frontier of immediate problems, and is therefore carried 
on m terms of short-period analysis Mr Meade has retired to 
a hali-way house between the short and the long period In 
my opmion the retreat towards a discussion of equihbrium 
conditions must be carried still further The argument of his 
own Chapter IV shows that m the kind of long-period eqmhbrium 
appropriate to the ordinary theory of value no investment is 
taking place, and it is clearly necessary to go behmd Mr Meade’s 
Ime of retreat and to explore the still more remote territory of 
the stationary state But his failure to do so is no reproach 
Even when we are progressmg backwards it is necessary to go 
step by step, and Mr Meade has now reached a point from which 
the next step will not be difficult to take 

Joan Robinson 

The Portuguese Bank Note Case By Sir Cecil Kisoh, K C I E , 
C B (London MacnnUan & Co , Ltd 1932 Pp 280 
lOs 6d) 

This book is both good reading and of special interest for 
economists 

The story of the creation, issue and recall of the 209,718 
Vasco da Gama notes of 500 escudos each (equivalent at the then 
prevaihng rate of exchange to £1,092,281) is umque m the history 
of note frauds, by reason both of the magnitude of the operation 
and of the ingenuity with which it was carried out The ring- 
leader was Senor Alves Beis, the Managing Director of the Banco 
Angola e Metropole It is not clear to what extent his associates 
and assistants possessed guilty knowledge or were merely his 
dupes In December 1924 his agent, Mr K Marang Van 
Ysselveere of Messrs Marang & Colhgnon, The Hague, approached 
Sir Wilham Waterlow of Messrs Waterlow & Sons, Ltd with three 
documents, namely — 

( 1 ) A forged document purporting to be between the 
Government of Angola and Senor Reis and to entrust the 
latter with the supply of notes of the Bank of Portugal of 
‘‘ the new Angola issue with currency in the Metropohs and 
m the Province of Angola ” 
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(2) A forged document purporting to be between the 
Bank of Portugal and the Government of Angola and to 
authorise the latter, and Senor Reis on behalf of the latter, 
to arrange for the prmtmg of notes of the Bank of Portugal 
of a specified kind and up to a specified amount 

(3) A Power of Attorney from Senor Reis authorising 
Messrs Marang & Colhgnon to act for him in the matter 

How, on the strength of these documents, supported by forged 
letters purporting to be from the Governor of the Bank of Portugal 
and to authorise the use of the plates from which Messrs Waterlow 
had already supphed Vasco da Gama notes for the Bank of Portu- 
gal, the firm was induced to print ofi more of these notes and 
dehver them to Mr Marang Van Ysselveere, how the spurious 
notes were put into circulation m Portugal partly by individual 
agents of Senor Reis, but largely by the Banco Angola e Metropole, 
how the crime was brought to hght by the discovery at Oporto 
on the evenmg of Saturday, December 5th, 1925, of four identical 
pairs of notes, how the Bank of Portugal, acting with promptitude 
and prudence in order to mamtam public confidence in the 
currency, at once called in all Vasco da Gama notes, good and bad, 
giving in exchange for them other notes of a different design, how 
the swindlers were apprehended, the Banco Angola was wound up, 
and an action commenced by the Bank of Portugal against Messrs 
Waterlow — all this is told in the first part of the book and m a 
most entertaimng manner The atmosphere of this part of the 
book IS at times remmiscent of detective fiction 

The second part of the book reproduces, without comment, 
the substance of the judgment of the three tribunals m London 
which dealt with the case between the Bank and the printers 
The Bank claimed, in the first place, that in prmtmg and dehver- 
mg the spurious notes without the Bank’s authority, the firm 
committed a breach of contract, secondly that this breach of 
contract obhged the Bank to issue notes to the value of 104,859,000 
escudos without receiving an3rthmg of value m exchange , and 
thirdly that it was entitled to recover this sum together with the 
cost of the genuine notes rendered valueless (less the amount re- 
covered from the hqmdation of the Banco Angola) by way of 
damages from Messrs Waterlow 

On the first claim it was found that there had been breach of 
contract through neghgence, but in circumstances so extra- 
ordinary that there was no reflection on the firm’s honour or good 
faith, Nor did the Bank have much difficulty in estabhshing the 
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second claim It is around the third claim that the interest of 
this case chiefly centres, since it gave rise to an extraordinary 
difference of opinion between the learned Judges 

The ma 3 ority in substance held that m the ordinary course of 
business the Bank would not have parted with notes to the face 
value of 104,859,000 escudos without receivmg in exchange 
assets possessing a market value of 104,859,000 escudos (e g gold, 
biUs, securities), that in this case it was obhged to part with them 
without receivmg anythmg in exchange except spurious notes, and 
that the Bank facto lost 104,859,000 escudos, so that its third 
claim was good On this basis judgment was entered against 
Messrs Waterlow for £610,392 

Three, however, out of the mne Judges who heard the case took 
a radically different view They approached the question from 
the angle of the Bank’s Profit and Loss Account Had the Bank 
succeeded m showing any injury to its profit-making capacity as 
the result of the events ^ Had it shown any loss except the cost 
(£8922) of replacing the notes issued m exchange for the Vasco 
da Gama notes, good and bad^ The three Judges found the 
answers to these questions to be in the negative, pointing out that 
the notes, being inconvertible, involved the Bank in no obhgation 
to the holder which could not be satisfied by the issue of a piece 
of paper In their view the Bank was entitled to recover only 
£8922 

Here was a remarkable divergence To the majority of the 
learned Judges it seemed incredible that in parting with notes 
to the value of about 105 milhon escudos the Bank could have lost 
practically nothing To the minority it seemed equally incredible 
that the loss could have amounted to a sum representing nearly 
eight times the Bank’s capital Sir Cecil Kisch, as the author of a 
standard work on Central Banks, is well qualified to say a last 
word on the puzzle This he does in the third and final portion 
of the book, in which he examines the question of the financial 
loss sustained by the Bank of Portugal from the economic stand- 
point, with admirable lucidity, with a wealth of argument, from 
every angle Not the least valuable part of this analysis is the 
hght which it casts en passant on the operations of Central Banks, 
a subject which has been shrouded m too much obscurity and in 
which economic students have suffered from a dearth of good 
hterature It would be a pity to spoil this part of the book for 
the reader by attempting more than a very brief, and therefore 
necessarily inadequate, indication of the author’s conclusions, 
which are to the following effect 
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The Bank had certainly a trifLmg loss amounting to the cost 
of replacement (£8922) when it replaced the Vasco da Gama issue 
If it sustained any further loss, it was the consequence, not of the 
replacement, hut of the reactions on the Bank of the inflation 
resulting from the putting into circulation of the spurious notes 
throughout 1925 The Bank was not obliged by circumstances 
arismg out of either the law or its statutes or the pohoy imposed 
upon it by the Government to use its own resources for the purpose 
either of cancelling the additional issue or of providing a normal 
asset against it, nor in fact did the Bank do so The Bank did 
not therefore incur loss on this account So far as the Bank’s 
earmngs were derived from its commercial issue, they depended 
on how many notes it could keep m circulation against mterest- 
earmng assets This depended on its monetary pohcy During 
1925, 1926, and 1927 the Bank kept the external value of the 
escudo fairly constant, and in this period the indation of 1925 
may have prevented it from keepmg m circulation as many notes 
as it would otherwise have succeeded m doing, and may therefore 
have caused some reduction in the Bank’s earmngs. The loss 
on this account cannot be estimated precisely, but it was nothing 
approaching £610,392, nor was the Bank entitled as a matter of 
law to recover it since it tendered no evidence on this point In 
1928 the position was transformed by a fall in the external value 
of the escudo, which permitted the Bank to put out many more 
notes than before and obhterated any further losses to the Bank 
from the inflation of 1925 The mam damage from the events 
of 1925 fell, not upon the Bank of Portugal, but upon the escudo- 
holdmg pubhc 

The business of a Bank of Issue is of an altogether exceptional 
character The Courts required more assistance than they in 
fact received m elucidating its prmciples and techmcahties It is 
believed that it is now widely recogmsed that the final 3 udgment 
cannot be reconciled with the economic facts 

G D Rokeling 

What Everybody Wants to Know about Money By mne economists 
from Oxford. Planned and edited by G D H Cole 
(London Victor GoUancz, Ltd 1933 Pp 544. 6s) 

The editmg of a popular volume on a controversial subject with 
a large team of contributors is no easy task, but Mr Cole has 
achieved considerable success m this book Intended primarily 
for the general reader, the treatment of the various subjects lacks 
umformity, and some of the chapters, though mterestmg to the 
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economist, are scarcely within the grasp of the man in the 
street ” Nevertheless, a large part of the hook will he useful to the 
layman, and it should also he valuable as a text-hook for students 
The volume lacks co-ordinated development and there is 
appreciable overlapping Much of the matter is descriptive, hut 
many controversial pomts are raised and sociahst solutions are 
usually proposed The discussion of these questions is, however, 
stimulating, and the sociahst tendency does not obtrude itself 
sufEiciently to make the volume unsatisfactory for non-sociahst 
readers seeking information The book does not aim at originahty, 
but the writers usefully brmg together information on monetary 
systems and current monetary problems which has not hitherto 
been available in one relatively elementary volume 

In the jSxst two chapters Mr Cole describes the various kinds 
of money, the functions of hanks, the Quantity Theory, the alter- 
natives of '' automatic and managed ” monetary systems, and 
reviews the monetary factor m the world crisis He is of opmion 
that the Quantity Theory, though in a sense vahd, is always in 
danger of being a truism inapphcahle because its elements are 
difficult to measure Monetary management is advocated even 
though it IS recogmsed that many mistakes wiU be made IVIr Cole 
considers that durmg depression an issue of more money will brmg 
unused productive resources back into play, and he therefore 
favours reflation accompamed by measures to prevent speculative 
excesses and to insure, e g , by a pohcy of higher wages, that con- 
sumers’ incomes shall rise sufficiently to buy the mcreased output 
at higher prices In the long period in a country in which prices 
and costs are in equihbrium and productive resources fully used 
Mr Cole favours a pohcy of allowing prices to fall as productivity 
increases, this oflering the best hope of avoiding monetary disturb- 
ances of economic eqmhbrium Prices, however, should not fall 
to the full extent of the increase m productivity, the balance being 
preserved by a dehberate pohcy of raising wages, and also, where 
necessary, by using the instrument of taxation 

Mr Harrod in his chapter on Currency and Central Bankmg 
expresses preference for the British fixed fiduciary note issue with 
100 per cent gold backing for additional notes to the legal mimmum 
percentage gold reserve, but thinks a maximum note issue without 
a specific amount of gold backmg would be better still He be- 
lieves that a country ofiE gold can, by making the value of its money 
fall in terms of gold during a period of faUing world prices, mitigate 
the repercussion of world depression He supports international 
co-operation for revival of demand by increased capital output or 
No 174 VOL XLIV XT 
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unbalanced Government expenditure In practice, however, 
international co-operation has proved inadequate and each country 
endeavours to spend httle while hoping to benefit from the recovery 
programmes of other countries 

In a descriptive and critical chapter on Commercial Banks and 
Credit Mr Badice argues in favour of State control of the quantity 
and direction of credit He claims that central control of the 
British Joint Stock Banks is necessary if the needs of industry as 
a whole are to be met Foreign Trade and the Exchanges are 
treated by Mr Yallance, who criticises ‘‘ mercantihst ” opposition 
to imports, and gives an mterestmg classification of countries which 
are mature creditors, immature creditors, mature debtors and 
immature borrowers He also examines the financial crisis of 193 1 
from the angle of the foreign exchanges, discusses the dangers of 
currency warfare, and argues that a radical writmg down of foreign 
obhgations will be necessary if exchange stabihty is to be ensured 
Systems for the investment of capital, including underwriting, 
issuing houses, Government issues, the Stock Exchange and 
investment trusts, are reviewed by Mr Mitchison He considers 
that mdividual investors have httle chance in the long run in the 
investment market as now orgamsed, and have to pay for a whole 
system of financial parasites Provision for the needs of industry 
at home and control over British overseas issues have been in- 
adequate Capital and investment systems should make proper 
use of the savings of the commumty and not be “ the instruments 
for bankers’ profits, bankers’ control or industrial power that they 
seem now to be ” He therefore proposes banking control, and a 
National Investment Board to plan investment in the national 
interest in accordance with planned economy 

Mr Durbin’s chapter on Money and Prices is of interest to 
economists, but it is unhkely that the general reader will follow all 
the underlying imphcations of the argument Mr Duibin favours 
a monetary system under which ‘‘ the general level of money %ncomes 
should be stabihsed so that prices fall as productivity 
increases, but only in the same proportion as efficiency increases ” 
This would be intermediate between the systems of price stabihty 
and of stabihty in the effective quantity of money In a world 
economy he favours a number of separate constant income systems, 
the price and trade relations between which would be maintained 
by slowly fluctuating exchange rates rather than by the gold 
standard, though he admits that some reduction of world trade 
would result In discussing price changes it is not always cleai 
whether long-period trends or cychcal movements are under con- 
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sideration The treatment of stability in the quantity of money 
spent IS somewhat aitificial m the absence of allowance for changes 
in the velocity of circulation Mr Dnrbin also argues that it would 
be practically impossible to restrict credit to a constant total of 
effective money, but fails to mdicate that many of the same difiS.- 
culties would be encountered m adjusting credit pohcy so as to 
insure the operation of his own pioposals These comments apply 
also to several othei chapters 

Tour Monetary Heretics ’’ are criticised by Mr Gaitskell, the 
victims ” selected being Major Douglas, Professor Soddy, 
Silvio GeselL and Robert Eisler Though their analyses and 
proposals for reform are regarded as being fundamentally errone- 
ous and some of them are shown to be gmlty of ambigmty, tribute 
IS paid to the value of certain of their ideas Mr Cohn Clark 
writes on Investment, Savings, and Pubhc Pinance He claims 
that m Great Britam at the present time investment falls short of 
savings by approximately £300,000,000 a year and thinks that the 
closing of this gap would represent employment for a miUion and a 
half more workers He favours a big programme of pubhc works, 
a forward wage pohcy which should keep pace with technical 
progress, and increased expenditure on social services, and he 
seems to hanker after an unbalanced budget 

Mr Hargreaves deals with debts, including the effects of 
inflation and deflation upon indebtedness The international 
debt problem is considered to be of much greater importance than 
national debts, and it is argued that the rehef which would result 
from a rise in prices would not give a complete solution , readjust- 
ment of international debts and control of capital movements seem 
to provide the only ultimate solution 

Mr Cole resumes the argument m a chapter on the Sociahsation 
of Banking, which he advocates mainly because of its importance 
in industrial planmng and control Central Banks and deposit 
banks must be brought under control at an early stage m the 
transition to sociahsm , ultimately the bill market and acceptance 
houses would be brought into the controlled system A National 
Investment Board co-ordinated with the bankmg system would 
undertake long-term investment, and the Insurance Compames 
would be sociahsed, with a State guarantee to pohcy-holders 
The Central Bank would be conducted by a pubhcly owned cor- 
poration admimstered by persons appointed on grounds of com- 
petence, matters of high pohcy would be under Government 
control J Henry Richardson 

The University of Leeds 

u 2 
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Assays on Management By J Staefobe, MA 

(London . P S Kang & Son, Ltd 1933 Pp. x + 230 

Is. Qd ) 

This volume contains three essays, the second of which has 
already been pubhshed m The Manchester School The first 
essay, called Income and Banking Policy,” is mainly concerned 
with hoarding and its counteraction by the banking system Mr 
Stafford develops algebraically an ingemous aigument whose mam 
weakness is, I think, that it assumes the period of production to be 
no greater than the period of circulation of money as income 
Nevertheless, the artificiality of Mr Stafford’s assumptions rein- 
forces his mam conclusion (pp 47-48), which is that constructions 
designed to measure the benefit to income, and still more to 
employment, of a given injection of credit, rest upon the most 
doubtful foundations The whole argument confirms one’s 
impression that current calculations of the quantitative effect of 
pubhc works expendituie, particularly when no definite period of 
time IS specified for the reactions to take effect, are worth a great 
deal less than has usually been claimed for them The essay con- 
cludes with a sensible discussion of the relations between savings 
deposits and securities 

The second essay is entitled The Pelation of Banking 
Techmque to Economic Equilibria,” and consists of an inquiry 
as to how far the ordinary motives — a desire for profits coupled 
with a desire for liquidity — are hkely to cause the commercial 
banks to distribute their resources between different classes of 
asset in the optimum proportions from the social point of view 
Mr Stafford concludes, for example, that when a fall in the internal 
price level becomes necessary for external reasons, it may be 
desirable that the banks should dimmish the ratio of their advances 
to their more hquid assets beyond the point of maximum profit 
to themselves Einally, he remarks that the customary relation 
between rates on different classes of asset will by no means 
necessarily ensure equi-margmal returns 

The third essay, on Central Banking Problems,” is perhaps 
the least satisfymg of the three Here Mr Stafford is mainly pre- 
occupied with the possibihty of insulating a coxmtry on the gold 
standard from the effects of external disturbances of a temporary 
nature A large part of the essay is aocordmgly taken up with a 
discussion of what Professor Mises calls hle%ne including 

tariffs, the control of foreign myestment, equahsation funds, and 
even periodic revaluation All this is topical enough, but, as Mr 
Stafford himself is driven to admit, there can be no real justifica- 
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tion for measures of this kind as long as it is impossible m practice 
to distinguish between the temporary and the permanent among 
price level disturbances originating abroad 

Mr Stafford’s essays are interesting, thoughtful, and in most 
places extremely sensible His Enghsh suffers from a certain 
tendency to involution, which makes it not quite as easy to read as 
it might he 

Habold Babgeb 

University College, London 


A Ciitique of the Gold Standard By H L Ptjxhey (London 
Allen and XJnwm 1933 Pp 272 lOcS 6d ) 

The Sterling— Dollar— Franc Tangle By Paul Eixzig (London 
Kegan Paul 1933 Pp xii + 207 Is 6d ) 

Fob a straightforward account of the events leadmg up to 
the collapse of the gold standard as a world institution, the 
first five chapters of Mr Puxley’s book may be recommended, 
while Chapters VII and IX form m many ways an able presentation 
of the case for a general return to that standaid His discussion 
of the prerequisites for such a return follows common-sense 
Imes, though his proposals for an international Central Bank 
might be called ambitious The most serious weakness of the 
book, however, lies m Chapter VI, where he nowhere does justice 
to the arguments which can be advanced against any form of 
mternational standard Mr Puxley does not seem to have heard 
of any other goal for internal currency management than price 
stability If in 1925-9 the United States had chosen to stabilise 
bank debits, or money wages, or even incomes in general, history 
might have turned out very differently Xor does it follow that 
because the Reserve System had lost control of the credit situation 
in 1931-2, it could not have kept that control if previously it had 
interpreted stabihty otherwise than in terms of a constant 
commodity price level 

In this book Dr Emzig mamtams his already well-established 
reputation for amusing, if somewhat sensational, fibaancial 
journalism He deals here mainly with the Economic Conference 
of last year, and in its way his contrast between the American, 
French and British pomts of view is extremely well done His 
story of the Keynes-MacDonald luncheon (p 112) is especially 
amusing 

Harold Babgeb 

University College, London 
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Lasting Prosperity By A G McGregor (London Sir Isaac 
Pitman & Sons, Ltd 1934 Pp xiv + 201 ) 

A Business Man^s View of the World Crisis By L Potter 
(London Williams and Norgate, Ltd 1934 Pp 151 
35 6c^) 

Mr ‘"Potter,” speaking as “the unknown business man,” 
gives us a plain account of how he would restore prosperity to a 
distracted world The evils which beset us are psychological in 
their origin The entrepreneur has suffered a series of shocks 
which have sapped his morale and undermined his confidence, and 
without the entrepreneur nothing moves It is true that in this 
country credit has been restored to a remarkable degree, but 
enthusiasm for the conversion of the War Loan has raised no 
corresponding enthusiasm in the business world There has been 
an enoimous expansion of borrowing facilities, but very little 
borrowing 

To restore the confidence of the entrepreneur and so start the 
wheels once more, Mr Pottei recommends the raising of whole- 
sale prices and a line of action which will keep prices stable once 
they have been sufficiently raised To this end he would break 
finally with gold, establish a managed cuirency and, in the initial 
stages of leconstruction, encourage and assist private enterprise 
by means of government guarantees He begs that we shall not 
make a bogey of government intervention, and would seem to 
imply that a Conservative Government might justifiably steal a 
little Labour thunder and so avert a really destructive storm later 
on He IS aU for planning, and recommends the estabhshment 
of an Industrial Board with a constitution and powers similar to 
those of the Bank of England 

Exactly how the planning is to proceed, and how the ariange- 
ments are to be carried out, Mr Potter does not feel competent 
to decide he would no more think of designing the details than 
of erecting his own electrical plant But he is convinced that it 
can be successfully done if experts are put on the job, and he only 
asks that practical men and not academic theorists shall be 
entrusted with it 

Mr McGregor too is of the opinion that gold is the villain of 
the piece, and he also looks to the Government foi a rational 
control of the situation, although his government control is 
something quite different from Mr Potter’s desired intervention 
He too holds that the raising of wholesale prices and the subse- 
quent keeping of a stable price level is the only way to salvation 
But he 18 quite sure that he knows exactly how it can be done 
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He IS by occupation an engineer, '' accustomed to dealing with 
intricate problems,” and society is for him an a:ffair of strains 
and stresses capable of exact adjustment by a skilful hand We 
must m the first place get a true balance between the power to 
produce and the power to consume, and this we can achieve by 
fixing prices at a level where all the goods and services produced 
will be consumed, and all labour and capital will be comfortably 
employed Since cost of production consists almost entirely of 
wages, purchasing power depends on the wage level, and all we 
need to secuie the requisite balance is an intelligent control of 
salaries and wages When, for instance, puces show any tendency 
to sag, instead of resorting to wage cuts, which aggravate the evil, 
we should raise wage and salary levels by government decree 
Higher wages will cause an immediate increase of demand, and 
prices will at once recover Conversely, if puces show a tendency 
to rise, we must lower salaries and wages, and by the conse- 
quent diminution of demand bring back prices to their normal 
level 

On the consequences of entangling the national curiency with 
gold, on the futility of tariffs, and the shortsightedness of a pohcy 
which encourages the export of goods that a low wage level will 
not allow our own population to consume, Mr McGregor has 
many excellent things to say He shows how internal price 
regulation cannot succeed so long as export and import are left 
in private hands , consequently he would prohibit the export of 
capital, and would have the financing of all foreign trade pass 
through government agency In efiect the Treasury would pay 
exporters for goods exported and would receive the value of goods 
imported from the importers An international Clearing Associa- 
tion would provide an ideal method of international exchange 
There would be no moie speculation in foreign exchange and the 
major causes of war would disappear 

There is nothing very novel either in Mr McGregor’s views on 
the best organisation of bank credit or in his proposal to regulate 
foreign trade by government agency Similar suggestions have 
been made by more orthodox economists, and as long ago as 
January 1932 the London Chamber of Commerce put forward a 
scheme for the abohtion of private dealings m foreign exchange 
on lines almost identical with Mr McGregor’s proposals The 
originahty of his treatise hes in his method of stabihsmg prices 
by raising wages on a falhng market, and lowering them on a 
rising market He has no doubt of the feasibihty of his scheme, 
and feels sure that employers and employed need only have it 
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explained to appreciate the wisdom of the plan It is here that 
the psychologist will probably part company with the engineer 

H. Beynabd 

Escape from Stagnation By G U Papi (P S King & Son 
Pp 156 5s ) 

This booh makes surprismg and stimulating reading for an 
Enghsh economist, because in it Professor Papi succeeds in denying 
the only propositions which meet with any general approval in 
this country on the subject of cychcal fluctuations 

First, he denies that the costmg activities of a number of 
competing firms lead towards any long-period equihbrium even 
in the absence of monetary changes , and he makes a courageous 
attempt to build up a theory of general fluctuation upon the 
development of processes taking place entirely withm the isolated 
production umt 

This leads him to his second pomt of divergence from accepted 
views He denies that the Trade Cycle is a monetary 
phenomenon ” m the sense that it is caused by changes in the 
volume of eflective money 

The story begins in Chapter II with a mysterious dens ex 
macJiind called a favourable event,” which is big enough and 
general enough to cause an upward movement in productive 
activity over the greater part of the industrial system This general 
increase in investment can be and often is financed out of the idle 
stocks of money already held by producers and is subsequently 
maintained out of savings drawn from the profits ” emerging 
in the self-financed expansion of ilf F That is to say, an increase 
in the volume of eflective money may be wholly due to upward 
movements of Transaction Velocity according to Professor Papi 
Some doctrme of this type would not be unacceptable except for 
the unfortunate fact that the nature of this essential favourable 
event ” is not very specifically described, and absolutely no 
attempt is made to show why such a ‘‘ favourable event ” should 
necessartly be generated durmg the period of Trade Cycle 
depression Consequently there is no causal sequence in Professor 
Papi’s analysis at this pomt, and he, together with certain other 
important economists, remains content to explain the upward 
turn of the cycle by simply saying that it actually occurs 

But the real pomt of surprise and dispute in the book appears 
m Chapter III, when Professor Papi analyses the results of the self- 
financed mcrease in mvestment In the first period of this invest- 
ment prices move up more rapidly than costs (p 17), for the very 
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surprising reason that there is a hmited number of the factors of 
production available for each particular product (p 19) iJ^ot 
only would this condition, if it exists, seem to be a reason why 
costs should rise more rapidly than if there were a larger supply of 
available resources, but the condition itself is directly contrary to 
the assumption that there is general unemployment at the bottom 
of a depression Be that as it may, most economists would be 
wiUing to concede Professor Papi’s point that costs rise less 
rapidly than prices in the early stages of recovery, although they 
would attribute this tendency to quite diJfferent reasons But, 
according to Professor Papi, after the first impulse to investment 
has begun, the induced rise m output leads to a progressive dis- 
equihbrium in the cost position (p 22) That is to say, costs rise 
more rapidly than prices during the whole period of recovery until 
they overtake prices at the time of crisis and so lead inevitably to 
depression Now Professor Papi gives a very strange reason for 
this relative rise in costs It is not due to the general monetary 
inflation which is taking place, nor to the rise m the prices of non- 
specific factors in certain stages of production in the way that 
Professor Hayek suggests, hut is simply due to mistakes in cost 
accounting on the part of individual producers They continuously 
wTzder-estimate costs, and o^;er-estimate prices Consequently 
they reahse smaller and smaller profits and finally make absolute 
losses Professor Papi’s justification for assuming the imiversahty 
and inevitabihty of this fundamental biassed error on the part of 
producers wholly escapes me He repudiates with contempt the 
suggestion that the bias is psychological (pp 19-20), and he is at 
great pains to deny that it is caused by an expansion in the supply 
of money (Chapter II pass'im) In Chapter III we merely get a 
long account of the difficulties, the complexities, and the arhit- 
rarinesses of cost and price calculations , but no reasons whatever 
for a bias in one direction , nor do the later chapters provide them 
This essential point remains the prime mystery of the book 

Given the argument of Chapter III, the rest follows naturally 
- — ^the crisis (Chapter IV) is due to the final appearance of the net 
losses arising from inaccurate costmg and which cannot be staved 
ofl indefibmtely by further borrowing or restricted output The 
Banks (Chapter V) merely accentuate and do not create this 
fundamental tendency to over-estimate prices and under-estimate 
costs The facts, accoiding to Chapter VI, bear out the general 
argument of the book Other people (Chapter (VII) are wrong 
because they neglect this fundamental disharmony, and finally (m 
Chapter VIII) the only permanent cure for the depression is to be 
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found in a reduction of costs by the downward levision of wages, 
the restoration of profits, and the utihsation of all technical 
inventions A final solution to the problem is only to be arrived 
at when the provision of knowledge and statistical forecasting 
removes the vital error in the estimatmg of costs The economic 
mstitutions of a Corporative State are the most suitable medium 
for providing this essential information. 

But of any further proof that producers must always over- 
estimate prices and under-estimate costs, all at the same time, 
relentlessly, without psychological communication and apart from 
monetary change, Professor Papi gives no sign His assumptions 
may be correct, but I cannot feel that his present book explains 
in the very least why they are E P M Durbin 

London School of Economics 

The Price Policies of German Pvhlic Utility Undertakings By 
H E Batson (Oxford University Press Pp 224 125 6d ) 

In this study of the management and tariffs of the water, gas, 
electricity and tramway undertakmgs of twenty-eight German 
cities, Mr Batson seeks to leave the facts to speak for them- 
selves,’’ but camiot resist the temptation to bring in a httle theory 
The result is that the reader is often conscious of a superficial 
treatment of the general theory xmderlymg the costs and price 
characteristics of pubhc utilities, without being altogether satisfied 
that there is always a counterbalancing deep analysis of the parti- 
cular facts under survey Mr Batson anticipates the first part of 
this criticism and puts us under some constraint by stating in his 
preface that he hopes soon to pubhsh discussions of some of these 
controverted questions ” Apart from this major division of treat- 
ment the book also suffers generally from a rather unfortunate 
arrangement whereby such important matters as load and capacity 
factors (and why not diversity factor also are dealt with under 
water-supply characteristics, the very service of the four under 
consideration to which they are least apphcable 

Considered as a purely factual approach the book provides 
much new and necessary information as to the tariff structures and 
orgamsation of German pubhc utihties and should be of consider- 
able value for comparative purposes There are, however, two 
points on which more detailed and concise information would be 
desirable Eirst there is the competition between gas and electri- 
city services and the effect which it may have on the respective 
price pohcies, especially as m twenty out of the twenty-eight 
German cities both undertakings are owned by the municipahty. 
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The point is only briefly touched upon, and as to the extent of this 
competition we have largely to be content with quotations from 
two chairmen at Gas Company meetings, which are notoriously 
optimistic and which, in any case, relate to Enghsh conditions 
Secondly, there is the nature and the extent of the central and 
local legal control of the undertakings Surely to classify an 
industry as a pubhc utihty imphes that the legal aspect assumes the 
utmost importance, for, as Mr Batson himself says, the regula- 
tion of public utihties is chiefly a matter of price control ” 

While there is some general mention of this aspect there are many 
points at which we are left wondermg as to how far the facts and 
conclusions are only fully explamable by reference to the legal 
position A vital principle of approach is involved in this criticism 
Perhaps Mr Batson is solely concerned with the economic aspect 
of public utility operation , if so, the question arises whether this 
IS possible in a study of this nature Admittedly in discussions of 
abstract theory neither law nor pohtics have a place but in a 
survey made of the actual workings of an institution these aspects 
are usually of considerable importance It is the difference 
between the study of banking theory and the Bank of England 
In his final chapter Mr Batson rightly draws attention to the lack 
of a systematic body of thought on the economic aspects of pubhc 
utilities In so far, however, as this involves studies of a reahstic 
nature, the lack will only be remedied by a ra'p^rochemmt between 
the economist and the lawyer, that is, if American experience can 
be taken as any criterion D N Chester 

Economics Research Section, 

University of Manchester 

National Recovery Measures in the United States International 
Labour Office Studies and Reports, Series B, No 19 
(Geneva, Pp 224 Zs ) 

The ABC of the N R A By C Bearing, P T Homan, L L 
Lorwin, and L S Lyon (Washington The Brookings 
Institution Pp 185 $1 50 ) 

Our Economic Revolution By A B Adams (University of 
Oklahoma Press Pp 196 $1 50 ) 

Price Control Devices in N R A Codes By G Terborqh 
(Washington The Brookings Institution Pp 45 50 cents ) 

Recovery and Common Sense By O. M W Sprague (The 
Bodley Head Pp 96 3s M) 

These pubhcations provide between them a full account of 
the Becovery Programme of the United States, and the last of 
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them offers a lucid and mcisive judgment on the relations between 
the different parts of that programme 

The International Labour Office furnishes the text of the 
legislative measures and of the industrial codes, which is an 
invaluable work of reference This is amphfied m the second 
pubhcation, which gives a free and most readable commentary 
on the texts, supplying also notes on the economic issues and 
background, the legal issues, the nature of the administrative 
organisation, the code-making process, and the measures for the 
administration and enforcement of the codes Mr Terborgh’s 
monograph on price control devices has a very special interest 
in its account of provisions for the fixing of mimmum prices or 
mark-ups , for its second chapter is of the nature of an admini- 
strative mterpretation of the economic idea of the representa- 
tive ” cost The codes are classified so as to show how in different 
cases this has been understood The minima are to be, in 
different codes, fair and reasonable,’’ or equal to the “ lowest 
reasonable cost of production,” or equal to the cost of the lowest- 
cost representative firm,” or compensatory,” or equal to the 
weighted average cost of production ” , while mark-ups, in 
two oases, are to equal the modal ” cost of handling and selling 
But the chapters on provisions against selling below individual 
costs, and on open-price provisions, are an important account of 
the problem of economic competition 

Mr Adams’ volume has a defimte point of view, which may be 
expressed as either the consumers’ purchasing -power argument, 
or as the long-period view of the Recovery He holds that it will 
not be possible to terminate the control which has been imposed 
on business, hut that the government, without destroying fair 
enterprise, must retain the power to secure equilibrium between 
investment and the wage-pohcies on which the support of invest- 
ment, if it is to be regular, must depend The thread of this 
argument runs through a very clear description of the crisis 
He does not think that the public works policy can be a permanent 
solution, here he foresees difficulties similar to those noted by 
Dr Sprague 

In short, crisp paragraphs, Dr Sprague explains how he came 
to differ from the official pohcy He thinks that the depression 
is not mainly due to monetary causes, and that the outlet is not 
mainly through monetary policies The kind of rise of prices 
which IS desirable is to be obtained from the side of industrial 
demand, and this is to be encouraged by keeping down, relatively 
to other prices, the prices of those supphes for which the demand 
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IS most elastic A programme of house-bmlding seems to him to 
offer such an outlet at present, if it is not obstructed by wrong 
wage and price pohcies in the industries which furmsh the 
requisites This pohcy, of the pursuit of the most sensitive con- 
sumers’ demand, may be what Dr Stamp, in his Preface, describes 
as old paths steadfastly pursued ” Dr Sprague argues that 
past recoveries have depended on ffndmg such sensitive demands 
in one quarter or another , and I think it is true that in England 
the recovery of enterprise has, since 1860, preceded that of prices 
A policy of pubhc works. Dr Sprague holds, must both be ready 
to give way to the private revival of business, and must not 
obstruct that by excessive wage pohcies As regards monetary 
policy, he holds that the depreciation of the dollar could only 
substantially affect foreign trade commodities, which were not a 
large enough part of the American market , and that, on other 
grounds, it might even have deflationary reactions Both it 
and devaluation have uncertain effects when the gold standard 
IS not abandoned because of over-valuation of the currency, and 
when there is no scarcity of currency at the time The attempt 
to inflate m a period of depression is an uncharted sea ” At such 
a time, as I understand him, immediate results are to be sought 
in the stimulation, by suitable price policy, of demand for credit 
resources which are not deficient, and the private demand is more 
continuous than that which public works create He is wilhng 
to grant some possible efficacy to ‘‘a mce combmation of 
traditional monetary practice with some dollar depreciation, the 
more considerable use of silver, and even perhaps moderate 
additional issues of Government paper money ” (p 28) But 
he places the emphasis elsewhere for immediate results In a 
concluding chapter he outhnes a monetary pohcy, based on an 
improved international gold standard, recognising its defects 
and imposing a better banking practice to meet any possible 
scarcity of gold, or tendency to hoard it This monograph is 
hard doctrine against recovery by fiat money, wages, or prices , 
but a community of “ miserable sinners ” (p 37) must expect that 

D H Macgbegob 

The New Survey of London Life and Labour Volumes VL and 
VLL : Survey of Social Conditions LL The Western Area 
and Western Area Maps (London » P S King & Son, Ltd 
1934 Pp XVI -f- 468 and six maps Is 6d net each ) 

The relations between the poverty conditions of 1889 and 
1929 may be expressed by saying that, if the conditions of life 
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and labour fonnd by Charles Booth in the London of 1889 had 
continued to prevail, the total number of persons in poverty in 
the Survey Area in 1929 would have been upwards of a milhon 
and a half instead of less than half a milhon ’ ’ 

Thus the Director of the Survey sums up the position in 
London as a whole in another of the admirable Introductions 
which have been a feature of the New Survey volumes , and this 
confirms the information previously published m regard to the 
Eastern Area taken alone But Sir Hubert Llewellyn Smith is 
careful to emphasise, as m the earlier volume, that the final 
impression is one of hope tempered by anxiety — ^hope, because 
of the real reduction in poverty and the undoubted rise in 
physical and economic well-being, anxiety, that, even in 1929, 
so many are still ''hving below a poverty line fixed according to 
the low standards of a past generation ” Moreover, the advances 
have not come without a conscious and sustained effort on 
the part of the community,” and any relaxation of efforts might 
not only mean the arrest of progress, but the loss of the ground 
already gained ” 

The present volumes continue and complete the survey 
of social conditions m London,” which corresponds to the Poverty 
Series in Booth’s parent mquiry As before, the method of 
inqmry has been a double one, contaimng the intensive House 
Sample and the extensive Street Survey, under the control 
respectively of Professor Bowley and the Director, and, as was 
the case in the Eastern Area, the results of the two inqmries 
show a high measure of correspondence Thus, for London as 
a whole, the percentage dechne m poverty is given as 69 by the 
Street Survey and 71 by the House Sample 

The arrangement now adopted is the same as that used in 
deahng with the Eastern Areas The two mam inquiries are 
followed by a series of Special Studies (Part III) and by Borough 
Summaries (Part lY) The chief additional matter in Volume VI 
consists of the analysing of the results for the whole of the Survey 
Area, whilst it was not found desirable to repeat the detailed 
desciiption of the methods of the House Sample and Street 
Survey Hence the two volumes are largely complementary and 
should be studied together The Western Area, in fact, is far 
larger than what is ordinarily known as West London It includes 
boroughs hke Finsbury and Southwark, economically resembling 
the poorer areas of the East and South-East, and this tends 
to brmg the proportion of poverty in the whole Western Area 
nearer to that of the Eastern. 
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Probably the first impression made by the figures will be 
one of surprise, not that the West is richer than the East, but 
that the difference in the percentages of poveity in the two 
areas is not greater ” The final calculations give 7 2 per cent 
in poverty in the Western, and 10 7 per cent in the Eastern Area 
Eor the whole Survey Area the percentage is 8 7 The comparison 
with Booth’s inquiry, based on famihes with children of school 
age only, shows a reduction of the percentage of poverty from 
30 7 in 1889 to 9 5 in 1929 

The mam causes of poverty are much the same in the two 
aieas In fact, after allowing for the higher percentage of poverty 
in the East, the general results of the inquiries in the two areas 
correspond fairly closely In particular, the reduction in total 
poverty has been accompanied throughout London by a wider 
dispersion of the poverty that remams, and by the reduction in 
the number, though not yet entire elimination, of those “ con- 
gested patches of poverty ” which very frequently tend to 
degradation and foster the slum habit of hfe, and have an 
important bearing on overcrowding, slum clearance and re- 
housing, as well as on the problem of mental deficiency ” The 
dechne in the importance of low wage rates, as a cause of poverty, 
and the increasing influence of unemployment are once more 
emphasised , and it is estimated that the percentage of the working 
classes actually m poverty is nearly double what it would be 
when all the earners in the family are in full employment ’’ 

Special studies in Part III largely break new ground, though 
Mr Arthur Llewellyn Smith’s comprehensive treatment of the 
London Housing Problem may be regarded as continuing and 
completing the earlier survey of Overcrowding The remaimng 
studies deal with the Migration of Population (Dr Hare and Mr 
Michaels), Jewish Life and Labour in East London (Miss Henrietta 
Adler), Household Economy and Cookery in relation to Poverty 
(Miss Livingstone) and Mental Deficiency m relation to Poverty, 
by the Director of the Survey All of them throw hght on the 
more imponderable elements in the situation, which are least 
capable of statistical measurement 

Certain influences, operating in both directions, may make it 
desirable to modify the conclusions drawn from the statistical 
comparison with the conditions of 1889 Unemployment has 
already been referred to, and its increasing importance as a 
cause of poverty tends in some ways to increase distress As 
regards the housing shortage, a special analysis of the House 
Sample suggests that poverty directly due to high lents and the 
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'' pinohing ” of house room to keep above the poverty hue are 
not pronounced But there are other serious consequences 
“ Many famihes m London, far above the poverty hne, cannot 
use their surplus purchasmg power to satisfy their minimum 
needs for suitable and healthy housing, because there is no 
suitable accommodation available ” 

Other influences, however, tend to make the position as 
compared with 1889 more favourable than the statistical results 
suggest Poverty depends not only on the amount of resources 
but upon the way they are used Thus, waste, ignorance or lack 
of proper eqmpment can prove an important cause of Secondary 
Poverty Here Miss Livingstone's sympathetic study suggests 
considerable improvement smce the Booth inquiry Knowledge 
of household economy has improved, though hardly in proportion 
to the expenditure incuried Lack of adequate cooking utensils, 
again, has been largely removed, thanks mainly to cheapness 
and variety of supplies The Director sums up that defects in 
household economy are intimately bound up with straitened 
economic circumstances " Thus they are likely to be reduced by 
improvements in standards of hving The position is least 
satisfactory in regard to the provision of water and facihties 
for cooking, and this is brought out also especially in regard to 
the undivided " tenement house by Mr Llewellyn Smith's 
admirable and complete survey of the London Housing Problem 

The paper on Migration shows that the stream to the centre 
IS now inferior to the outward current,” and the immigration is 
changing its character Formerly it was mainly from the rural 
areas, but this has become progressively of less volume and of 
less moment to the hfe and labour of London as conditions have 
been transformed by the great rise in public health, while the 
progress of mechanisation makes urban industry less dependent 
on country bone and smew ” The present influx is mainly 
urban, from the more depressed areas, attracted by the relative 
prosperity of London The outward movement is largely a short 
distance one to the outer areas of London, following industries 
migrating to, or estabhshing themselves in, such areas, par- 
ticularly to the ISTorth and West Again, Miss Adler's survey of 
Jewish Life and Labour brings out how the old difficulties due 
to concentration in hmited areas and a small number of trades 
have been largely overcome by a dispersion, which is both 
industrial and geographical 

The Maps (Volume VII) are similar in character and scale 
to those pubhshed for the Eastern Aiea (Volume IV), but number 
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one less, as the Map on Overcrowding m Volume IV dealt with 
the whole Survey Area Otherwise the arrangement is the 
same, with five Maps lUustratmg poverty and economic conditions 
in the different sections of the Area, along with a small key map 
Streets and sections of streets were denominated by colours 
which indicated the predominant grades of the inhabitants A 
mixture of grades vas illustrated by stripes of a different colour 
from that of the chief grade , and the presence of a degraded or 
criminal element by black or a black stripe The Maps provide 
an admirable companion to the descriptive volume 

N B Dearlb 

The Logic of Industrial Organisation By Pboeessob P Sabgaht 
Florence (Kegan Paul Pp 280 IO 5 M net ) 

It is easy for Professor Florence to justify the chief premise 
upon which this book is based— namely, that in modern industry 
the large-scale unit is noimally the most efficient The author is 
careful to warn his readers that efficiency as measured “by the 
relation between leturn (or productivity) and cost ” is not the sole 
criteiion of industrial organisation, but for him, writing as an 
economist, this is the principal test in any discussion of the logic 
of industrial organisation As might be expected of Professor 
Florence, the broader problem of industrial welfare is by no means 
neglected The book contains many suggestions for promoting 
human welfare in mdustry, but the author’s main problem is how 
to promote a more rapid growth of large-scale production with its 
attendant increase in efficiency 

Behef in the superior efficiency of large-scale organisation is 
based upon the three piinciples of bulk transactions, massed 
reserves and multiples This is old wme in new bottles, but with 
an eye to the difficulties of the inexperienced and elementary 
student, the author is at pains to demonstrate the vahdity of his 
fundamental premise Having done so partly with the aid of 
simple statistical examples, he proceeds to contrast his own logic 
with 'Hhe illogic of actual operation ” He finds this “ lUogic ” 
mainly in {a) the bewildering variety of products demanded by the 
consumer and produced by individual plants, (6) the predominance 
of small plants m manufacturing despite the advantages of large- 
scale production, (c) a close correlation between the size of firms 
and the size of plants so that small firms predommate in industries 
wheie the average plant is small, {d) the persistence of “ minute, 
very small, small and smaUish firms all employing less than 100 ” 
in non-manufacturing industries, except railway transport and 

No 174 VOL XLIV X 



306 


THE EOOHOMIO JOXTBNAL 


[JUNE 


coal-mirmig The author supports this view of a glaring dis- 
crepancy between the logical theory of efficiency and the actual 
facts of industry ” by relevant statistics drawn from Great Britain 
and the United States He concedes the case for the small firm 
in some mdustries, but concludes that there stiU remains a wide 
area where large-scale production is physically possible but is not 
in fact adopted ’’ 

Having thus made his pomt with commendable conciseness, 
Professor Plorence essays the task of evaluating the human 
forces that make for irrational, illogical and inefficient orgamsa- 
tion ” In the first place, the relations between producer and 
consumer are m some respects chaotic To those who condone 
the variety of design of most products m response to the consumer’s 
whims. Professor Plorence rephes that the business man is not 
simply one of many faithful servants There is much standardisa- 
tion m consumption The needs of hfe and the conventional 
necessities of the standard of hving may be produced under large- 
scale conditions Similarly, the mtermediate products and pro- 
ducers’ goods can be standardised But the producer very fre- 
q[uently sets out to mdulge the consumer’s passion for variety and 
novelty, and much advertismg is based upon this human weakness, 
or folly as it often turns out to be Professor Plorence has great 
faith m the possibihties of statistical analysis of consumers’ needs 
as an aid to standardisation He draws attention to the use of 
market research in forecastmg changes of fashion, in portraying 
the changes in employment in different industries, e g the growing 
importance of housmg m recent years, and in showing the effect of 
changes m income upon demand To curb effectively the con- 
sumer’s desire for variety and to reduce costs in distribution 
monopoly may have to be estabhshed Hationahsation receives 
a stimulus from this logical pressure for monopoly, though it may 
be necessary to curb the powers of the ‘"rationahsts ” themselves 

Prom the relations of consumer and producer the book proceeds 
to a consideration of mternal management and orgamsation of 
industry This chapter contams a short introduction on invest- 
ment and employment, which, according to the author, are often 
“ rival antagonistic pohcies ” The few pages leading up to this 
conclusion appear to contam some heresies which the author might 
have expounded more fully When he resumes his mam task 
agam he moves rapidly and firmly over the chief problems of 
internal organisation created by the growing importance of m- 
vestment and by variations m its volume. Labour pohcy m a 
depression, the economics of the shorter working day and of 
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multiple slufts, systems of management, and tiie relation of owner- 
ship to administration in modern mdustry are discussed with 
refreshmg vigour and abundant suggestion for impiovement on 
present practice There follows a chapter on Stimulus to 
Labour/’ m which, as might be expected, the author of The 
Economics of Fatigue and Unrest pomts the way to an adjustment 
of mdustrial relations to the complexity of large-scale production 
He IS not so convmcmg m argumg on “ Stimulus to Investment ” 
that we have now reached a (third) stage of investment where 
mducements to private owners to risk their property can no longer 
avail against timidity and mertia to obtain the increasing supphes 
of capital that are necessary ” Surely, if mvestors with funds are 
timid and mert they must depress the rate of mterest, which is the 
greatest stimulus to mvestment 

Professor Florence completes his main task with a chapter on 
‘‘ Stimulus to Enterprise and Administration ” Modern industry, 
like the Civil Service, is evolvmg a technique of administration 
that sometimes conflicts with the exercise of imtiative It is the 
task of the organiser to combme efficient administration with the 
maintenance of enterprise among his executives or managers 
Professor Florence shows that many forms of orgamsation fail to 
evoke an adequate response from the managers, or they are weak 
in other respects, such as co-operation with other firms, capacity 
to remvest capital or to make suitable appointments to positions 
of great responsibihty He gives most marks for admmistrative 
efficiency to firms controlled by professional men and trained 
adimmstrators, but does not quote experience m support of his 
contention It is thus not surprismg that he attaches great im- 
portance to '' Education for Administration,” to which he devotes 
a final chapter 

If this book IS a fair sample of Professor Florence’s teaching in 
Birmingham the mantle of the late Professor Ashley has indeed 
fallen upon capable shoulders 

T> B CoPEANn 

De L'TJtilite et de sa Mesure Par Jules Dxjpijit. (Merits 
choisis et repubhes par Mario de Bernard! ) Torino La 
Biforma Sociale Pp 228 40 hre 

The economic writings of Jules Dupuit have now been made 
available in a collection entitled De VUtilvte et de sa Mesure, 
pubhshed at Turin {La Miforma Sociale), and edited by Dr Mario 
de Bernardi The title is taken from Dupuit’ s contribution to 
the Journal des jSconomisfea m 1853, in which he completed and 

x2 
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presented in a more systematic form the argument of the path- 
breaking papers which appeared m the Annales des Pont et 
Chaussees in 1844 and 1849 These latter papers have hitherto 
been accessible m only a few hbraries, and a great service is 
rendered to economists by this beautiful reprint It is also im- 
portant to have available the article of the engmeei Bordas (1847), 
which traversed Dupuit’s first paper, and led to the re-statement 
of 1849 It was, in effect, the principle of the Consumers’ Bent 
which was in dispute, and of which Dupuit had sought to make 
practical use in the pohcy of local charges This volume also 
includes Dupuit’ s shorter contributions to the Dichonnmre 
d'JSconomie PohUque (1852-3), a bibliography of all hispubhcations, 
and the biogiaphical notice of his colleague Mahyer It is the 
second of a series of Reprints of scarce economic writings, under 
the direction of Prof Einaudi, which are available to members 
of the Royal Economic Society on special terms The present 
volume can be obtained by membeis at a price of 9s on application 
to the Assistant Secietary, 6 Humberstone Road, Cambridge 

D H MaoGbegob 

Management of To-morrow By L Urwick, O B E , M C , M A 
(London Nisbet & Co 1933 Pp xvii + 205 Ss 6d 
net ) 

As Director of the International Management Institute at 
Geneva, Mr Uiwick is well quahfied to deal with the problems of 
industrial organisation, and, if he does not solve them all, he puts 
forward ideas which may lead to their solution The variations of 
human nature forbid us to speak of a science of management, but 
the scientific spirit can be apphed, and the result in Mr Urwick’s 
hands is what may be called a philosophy of management During 
the last fifty years the relations between the mdustrial unit and the 
groups surrounding it have become more complex, the manu- 
facturer is brought mto touch with mternational bodies, state 
activities, local authorities, trade orgamsations, and trade umons 
He must substitute rational analysis for the method of trial and 
error, knowledge for opinion On the physical side of production, 
scientific laws are apphed, ‘"but on the much more important 
human side of management, the task of inducing men to co- 
operate, the conception of scientific method is often ignored ” 
Yet “ every question that faces the business manager can be 
approached in the scientific temper ” Management problems 
involve “ all the legislative, planning, directing, supervising and 
controlhng activities mvolved in economic operations ” Manage- 
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ment research is carried out partly by speciahst workers in 
industrial psychology, physiology, etc , partly in factories by 
managers seeking for greater efficiency, and partly in professional 
associations , but it must stretch out beyond the factory to con- 
sider the relations of the individual to the trade as a whole, to the 
combmation or cartel, and, through problems of standardisation, 
control of production, and the like, to the commumty Mr 
Urwick thinks a pohcy of orgamsation should be assumed, and 
a list of the necessary activities drawn up, which will be the same 
for any size of undertaking, and grouped into kinds and into 
grades of authority and responsibihty ” The tasks may be sub- 
divided according to process, geographical area, objects of produc- 
tion, or subjects , the latter is the rapidly spreading functional 
form, where certain special professions, such as accountancy, 
works engineering, works chemistry, have already firmly estab- 
hshed themselves He then discusses how the co-ordinating 
authority should operate, and thinks that in busmess, as m the 
Army, there must be a staff ” who do not control the functional 
heads but assist the supreme executive by seeing that the 
“ consequences of any decision have been worked out, are under- 
stood, and are bemg carried out ’’ in proper correlation 
Large-scale businesses, combinations, and cartels have their 
special problems over which traditional business secrecy has cast 
a heavy veil, but their scientific study is necessary and should be 
international While the producer and distributor were the same 
person, he learned what the consumer wanted, and at what price, 
and how much Herein the modern system of distribution has 
failed, with its interposition of stages between the producer and the 
consumer “ The mam j ob of distribution is not to get rid of what 
production makes, it is to tell production what it ought to make ” 
In every business there should be a Marketing Division,” which 
should study the hnes ” of production, their most profitable 
prices, quantities, and quahties This is now done to some extent, 
but without any umfied pohcy , the salesman wants novelties and 
a wide range of choice, the man in charge of a manufacturing 
process wants a long run of an article for cheap production The 
present crisis is largely due to a hitch between production and 
distribution, to the offermg of the wrong goods or to the offering 
of the right goods at the wrong prices. The manufacturer should 
try to ascertam what the consumer wants and not, by mass 
advertismg, to force the retailer to stock goods xn uneconomic 
variety or of a kind which has to be forced on the customer 
There should be research mto distributive costs to ascertain 
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whether price-cutting is due to ignorance or to over-wide margins 
The further standardisation can be carried, the more the retailer 
can keep the manufacturer informed of the state of the market, 
and the more the manufacturer can have long runs of a com- 
paratively simple range of goods The object of rationahsation is 
the avoidance of waste in the widest sense of the term, and for that 
the fullest co-operation of all parties is reqmred Everj^ 
industry should have its Council representing consumers, distri- 
butors and producers Every locahty should have its Chamber 
deahng properly with regional business Every nation should 
have its economic general staff assisting and coUaboratmg with 
these subsidiary agencies, and mtegrating its economic activities 
with those of other nations. These bodies should be created, not 
by the state alone, but by business itself acting m collaboration 
with the state , they should exist not to command, but to advise 
and to inform ” There is an extremely interesting section on 
traimng for management, of which the keynote is leadership can 
be taught ” 

Henby W Macbosty 

A H%story of Farmers^ Movements %n Canada By Louis Aubrey 
Wood (Ryerson Press. 1924 Pp 365 ) 

If one examines the hterature pertaining to the orgamsed 
activities of Canadian farmeis one is at once struck by two 
dominant facts The first is that in practically every case the 
study IS confined to a consideration of the developments within a 
hmited area or over a hmited period or is restricted to a particular 
form of farmer orgamsation or is undertaken more or less on the 
basis of a particular farm enterprise There are, e g , such works as 
The Co-operatwe Marketing of Oram %n Western Canada, Agricul- 
tural Co-operation %n Western Canada, Agricultural Co-operation 
in Ontario, or The History of the United Farmers of Ontario The 
second fact is that attention has been confined largely to co- 
operative busmess orgamsations of comparatively recent date and 
to a not inconsiderable extent to the orgamsed movements of 
Western grain-growers since the turn of the century Very httle 
has been written concerning the extent to which farmer move- 
ments have arisen or existed for the express purpose of concen- 
trating the agricultural section of pubhc opinion, either in an 
external advisory manner or more directly by endeavouring to 
secure farmer representation m Parhament. Because of these 
tendencies there is a danger of conveymg the false impression that 
farmer movements in Canada are not only of very recent origin 
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but are marked by a striking imiformity of aim and method To 
correct this serious and common misapprehension a book which 
would give a connected and chronological accoimt of the varied 
and numerous farmer movement developments over a longer 
period and for the entire country has been badly needed. 

This book goes a long way towards meeting these requirements. 
Nearly half of it is devoted to events occurrmg before 1900 
While it is divided into five sections, the separation is made chiefiy 
m order to mark the mam general divisions of development, or to 
indicate the areas and problems in which or around which farmer 
interest concentrated durmg particular periods In no sense does 
this division destroy the thread of contmuity of the story con- 
sidered as a whole The chief sections referred to are, in order, 
The Grange in Canada since 1872, The Patrons of Industry, 
1889-1902, The Launching of the Tarifi Struggle 1896-1911, 
and The Farmers’ Movements m More Recent Times. 

One cannot but be struck by the fact that farmer movements 
have always developed as the result of a widespread feehng that 
certain specific grievances existed Interest in farmer movements 
has seemed to vary directly with the abihty of farmers to fasten on 
to and discuss one or more matters immediately affecting them. 
As a logical sequel to this may be noted the lack of continuous 
interest on the part of farmers m their own orgamsations, a sort of 
an m-and-outness. This irregularity of interest is seen m the rapid 
rise or fall in orgamsation membership, and the rise and fall of this 
or that specific movement or organisation Again, and really as 
part of the foregoing, one may note that just as the interest in and 
development of the movements have been largely spasmodic, so 
have the demands made and reforms secured been somewhat short 
run and opportunistic in character. Partly in the same connec- 
tion may be observed the apparent fact that there has been a 
conspicuous absence of any permanent purely educational farmer 
movement- Such educational attempts as have existed have 
usually been attempts at studymg the special matters about which 
immediate action was sought Partly, one suspects, as the result 
of this absence of a long-rim general educational programme there 
has been evident m many cases a paucity of good business managers 
and also m many cases an unfortunate degree of farmer suspicion 
regarding the actions of his own business representatives. Pro- 
bably the leading conclusion, however, is that, despite many weak- 
nesses in orgamsation, Canadian farmers have after ail managed 
to focus farmer pubhc opimon to a remarkable degree, and as a 
result have secured for farmers a totahty of governmental con- 
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sideration far greater than is often believed This is, of course, 
especially tiue of situations where farmers constituted a large pro- 
portion of the electorate But while this book suggests that much 
has been accomphshed through farmer orgamsation, it also seems 
to indicate that> on balance, our farmers have stood to gam much 
more by making their desires known from the outside than by 
taking more direct pohtical action It is also quite clear that they 
have secured decided economic benefits by co-operating to carry 
on independent business activities Fmally, one must conclude 
that there has been increasing ditficulty in obtaimng and maintain- 
ing a really national farmer view-point This is no doubt partlj^^ 
traceable to the lack of a general permanent educational pohcy and 
programme, to the distance factor, and also to the varying 
interests of farmers in difieient regions In any case it is most 
sigmficant that the Canadian Council of Agriculture, whose piece- 
meal formation and decidedly worthwhile accomphshments are 
discussed, has gone out of existence The result is that to-day 
there exists no single orgamsed body through which the view- 
points of the many separate agricultural orgamsations on general 
questions affecting the entire industry may find expression 

W A Drummond 

University of Toronto 

Agricultural Bussia and the Wheat Prohlem By Vladimir P 
Timoshenko (Cahforma, Food Research Institute 1932 
Pp XI + 671 $4 00 ) 

As IS fashionable with writers on the Soviet Union, the author 
of this book first of all pomts out that “ economic experimentation 
as it proceeds in the USSR is a subject that arouses emotional 
as well as intellectual responses ” This Ukraiman professor, who 
left the USSR ml919 and has not been back since, then goes 
on to say I have sought in this book, however, not so much 
to formulate my own view of agricultural developments and to 
persuade readers of its vahdity, as to present in a comprehensive 
form the data ” But, m fact, this book is as comprehensive 
a survey of Russian agriculture as is compatible with consistent 
deprecation of everythmg that has ever been thought, said, or 
done by the Bolsheviks Such a criticism must be substantiated 
by facts Let us turn to the facts 

There is much statistical material l!^ow, statistics are a purely 
quantitative measure, and give no indication of quahtative move- 
ments An average production of grain per head that seems large 
does not preclude a large percentage of deaths from starvation 
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This should be borne in mind when reading this book Let us 
first of aU consider the question of famine, which receives con- 
siderable prominence In the Index references will be found only 
to one famine, that of 1921 In the whole text of the book only 
one reference will be found to any other famine but that of 1921 
The reader who is not acquainted with Russian history will get 
the impression from this book that, except for one case of very 
little importance m 1891, Russia had one famine in its history 
By reckomng m ten-year averages for pre-war periods, and by 
making no reference to pre-war famines, the writer creates here 
a wrong impression m the mind of the unwary reader But what 
are the facts '2 That, almost every ten years, from the tenth 
century up to the revolution, famines occurred in Russia, and 
that, between these large famines, there were often local famines 
of considerable frequency Thus, the Russian language contains 
two words in its vocabulary, golod,” for a famine of considerable 
dimensions, and “ golodovka,” for the smaller more localised 
famine 

In spite of the fact that the activities of the Soviet Govern- 
ment for the protection of the health of mothers and children 
have everywhere received wide recognition, and while the mam 
feature of the fall in the death-rate of Soviet Russia has been 
the fall in maternal and infant mortahty, due to what is un- 
doubtedly a permanent improvement m health services, we find 
the only explanation for the fall in death-rate being given that 
perhaps it is partially ” due to the famine 

The facts given in this book bear witness continually to the 
drastic necessity for a complete reorgamsation of Russian 
agriculture But while the writer spends plenty of time on the 
difficulties accompanying this reorgamsation, he never once 
admits that its purpose is sound, namely, finally to solve the prob- 
lems of Russian agriculture , and he even sometimes completely 
Ignores the fact that this process of reconstruction is takmg place 
Thus, we may quote this extraordmary example of bhndness 
to what IS gomg on The book appeared in 1932 At the end of 
1932 approximately 70 per cent of the land of the USSR under 
cultivation had been collectivised On this area the three-field 
system had been completely ehmmated And this was not simply 
the work of one year, but had been gomg on since 1928, a process 
whose difficulties are fully described by the writer And yet we 
find (pp 202-3) a description of the three-field system in the 
present tense, with not the shghtest suggestion that a substitute 
has been found for it, or ever can be found 
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Another example of the wnter^s attitude to Soviet pohcy 
IS the foUowmg While deahng with the development of M T S. 
(Machme Tractor Stations) in the Soviet countryside in the last 
few years, he writes as follows ; These stations make contracts 
for ploughing with collective farms and individual peasants, 
on the condition that a certain percentage of the crop harvested 
on the land so ploughed is to be dehvered to the MTS In 
this way the MTS has become important m gathering grain 
for the State . This mgemous system for the control of the 
activity of miUions of peasants through a few thousand M.T S 
with all the means of production m their control may reasonably 
be compared with the capitahstic organisation of manufacturing 
before the factory system developed In those days an entre- 
preneur supphed small producers, working in their homes, with 
the means of production, on condition of the dehvery of the 
products to him at a fixed price The Soviet Government now 
seeks to apply to Russian agriculture a system analogous to what 
IS described as a ‘ sweating system ’ of manufacturing m economic 
histories both capitahstic and sociahstic ’’ (p. 460) 

This quotation gives such a perfect illustration of the 
emotional responses ” of the writer that it is worth quoting at 
length Let us examine the activities, respectively, of the M.T S , 
the Soviet State, and the contractor under capitahsm, with regard 
to the producer Takmg the contractor under the household 
system first, we find that the only purpose of this individual 
was to get as much work as possible out of the workers For 
this purpose they were supphed with everything, often including 
machinery as well as raw materials, they were then paid a 
miserable wage for the work they did, the product being entirely 
taken by the contractor 

But what occurs with regard to the Collective Farms '2 First 
of aU, they are supphed with selected seeds and fertihsers and 
other forms of techmcal assistance by the State, in return for a 
certam part of the product The services of the MTS are 
supphed m return for a defimte part of the product in 'payment 
The rest of the product of the collectives belongs to them Part 
of this IS set aside for the next sowing, for fodder for hve-stock 
and so on, and the rest divided among the members At the 
present time the State takes its share in the form of a tax on 
the acreage under cultivation, the amount varying according to the 
productivity of the land and the degree of techmcal development 
of the farm concerned. Thus, the collectives not only have their 
products for consumption, but are actually encouraged to save 
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and to expand their cultivation on their own initiative, and thus 
to develop progressively, raising the standard of hfe of their 
members at the same time It must be further stated that 
while the State levies a tax m kind on the produce of the farms, 
it also provides to the villages social services on a scale unpre- 
cedented in the history of Russia, thus giving somethmg in 
return, which raises the standard of hfe of the peasants, but 
which IS absolutely ignored by the writer of the book. 

In considermg Soviet Russia there are always different stand- 
points from which every question may be approached The 
writer of this book has one of these standpomts The new 
forms of agricultural organisation, representmg a very far-reachmg 
change from the older system, are still not estabhshed This 
may be seen from the fact that in the summer and autumn of 
1931 the Soviet Government and the Communist Party themselves 
found it necessary to check further spread of collectivisation, and 
instead to proceed towards strengthening existmg collectives in 
the direction of their better organisation ” (p 500) Prom 
another pomt of view, however, the same fact might be formulated 
qmte differently The new forms of agricultural orgamsation 
are now so well estabhshed that the Soviet Government and 
Commumst Party have found it no longer necessary to press 
for further increase in collectivisation quanUtaUvely, but to 
concentrate on improving the quahty of cultivation over the large 
area already collectivised ” 

In the preface to this book the writer suggests that he is above 
the emotional responses ” called forth by a discussion on 
Soviet Russia While claiming not so much to formulate his 
own view,” the whole standpoint of the book reflects that view 
The writer of this book left Russia in 1919 Since then, either 
because the Soviet authorities did not allow him back, or because 
he himself did not want to return, or for both of these reasons 
together, he has not been m the Soviet Umon I have hved in the 
USSR on and off for two years, because I wished to do so, 
and the Soviet authorities have raised no objection It is natural, 
therefore, that each writer must have his own standpoint The 
writer of the book claims to be above emotional responses,” 
and as any reader who beheves this is likely to take much that 
is in the book without question, I have tried to show why readers 
should approach it with care 


P A Sloan 
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Land Problems of India By Badhakamal Mukerjee, Pro- 
fessor of Economics and Sociology, Lucknow University 
(London Longmans, 1933 Pp x + 369 95 ) 

Land tenure is more complicated m India probably than in 
any country in the world Customs governing the occupation 
of land vary from district to district , and each province has its 
own considerable body of land legislation differing, in some cases 
fundamentally, from other provinces Primitive tribal customs 
literally thousands of years old have survived m some parts 
Each successive wave of conquerors from the north-west intro- 
duced new customs in the parts where the invaders settled in 
numbers Four bundled years ago came the organised land 
system of the Mughal Empire, which the British inherited, but 
in the last century overlaid with laws based on Enghsh ideas, and 
more recently based on the ascertained needs of the situation 
Professor Mukerjee gives a good idea of this complexity and 
indicates the probable origms of many indigenous systems 
of tenure His book, however, is not primarily a description 
of Indian land systems , for that task was undertaken by Baden 
Powell m his monumental work of three volumes, whilst the 
statutory law of British times is set forth in many legal works 
Professor Mukerjee is concerned with the effects of the laws 
and customs of the land tenure upon the efficiency of agriculture 
and the welfare of the peasants The existing systems of tenancy, 
and the abuses which have grown up under them, are described 
in order to explain the reasons for the reforms which have been 
attempted and those which the author advocates These are 
of great range and complexity, but everyone who studies the 
rural economy of India agrees that sweeping reforms are necessary 
to improve the economic position of the peasant, though opimons 
differ as to how they should be carried out 

The most serious evils, which are correctly described by 
Professor Mukerjee, are the growth of landlordism and rack- 
renting, even m the provinces where the law recogmses only 
peasant proprietorship, sub-mfeudation, the land being let and 
sublet to five or six successive sub-tenants, only the last being 
the actual cultivator, the extreme subdivision of holdings, so 
that a family has to hve on less than an acre of rice land, and 
mdividual fields are often no larger than a tennis court , the 
scattered nature of the usual holding with fields m ten to twenty 
places, the levying of premia and “ fines ” by landlords where 
rents are fixed by law , the pressure of land revenue on the small 
cultivator in some parts, and the usurious interest charged by 
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money-lenders, and failnre of the land ahenation acts wholly 
to protect cultivators from loss of their land 

The author consideis at some length the pioblem of enlarging 
the multitude of uneconomic holdings, and of consohdatmg the 
holdings which consist almost umversally of scattered fields 
He IS m favour of compulsory pooling and redivision of the land 
into compact holdings, and readjustment of village roads and 
paths, and easements, such as irrigation channels The attempts 
to protect tenants by conferring occupancy rights and tenancies 
for life automatically acquired have been paitially successful 
Yet there is a host of tenants at will who frequently have to 
shift, and of protected tenants having holdings too small to 
maintain a family These classes might be provided for to a 
large extent by Government purchase of the large zarmndans, 
or landlords’ estates, and sale to the peasants hy gradual instal- 
ments on the Irish plan, after laying out the land to the maximum 
advantage The permanent settlement is reviewed by the author, 
and its baneful results are indicated The propoition which 
land revenue beais to rent and to the cultivator’s surplus is 
examined , but, since most of his proposals are sound, it is rather 
surprising to find the author proposing that the land revenue 
should be reduced for cultivators with very small holdings on 
the prmciple of ability to pay This confuses a tax which takes 
a share of the economic rent with an income tax , and in any 
case it would prove extremely difficult from the administrative 
point of view 

In several places the author’s inferences from the experience 
of other countries seem to need reconsideration, but the book 
forms a useful and suggestive review of the agrarian problems 
of India and of possible methods of alleviation Humorous 
vernacular words are used for different tenures, tenure-holders 
and customs without any translation or explanation, and the 
book as a whole has been written for those already conversant with 
the mam features of Indian rural economy 

H S Jevons 

Industrial Labour in India By S G Pais^andikar, M A , D So 
(Longmans, Green & Co 1933 Pp 299 9s net ) 

The protection of factory and plantation labour in India is a 
problem that has been, ever smce the end of the Great War, a 
subject of considerable study m of&cial and imof6.cial circles m that 
coimtry Much and far-reaching legislation was enacted m the 
years between 1921 and 1927, and later a Boyal Commission, 
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presided over by Mr Whitley, made an exhaustive examination 
of the whole position. The report of that Commission provides a 
final and authoritative account of the prevaihng conditions and 
must be the startmg-pomt of all future investigations 'No serious 
student can afford to neglect it 

The general reader will find that Dr Panandikar’s work 
supphes much of the information collected by the Royal Commis- 
sion m a readily accessible form. He has made a careful and pains- 
taking study of the conditions of employment in all the major 
industries. This is followed by a summary of existmg legislation 
and a programme of further legislation recommended by the Com- 
mission. Questions affectmg the efficiency of Labour, such as 
health, housmg and welfare, are then discussed A chapter is 
devoted to wages and standard of hvmg Useful as such a treatise 
undoubtedly is, it is somewhat too ambitious and endeavours to 
cover too wide a field While relymg on previous works on the 
same subject, the author also claims to have had opportunities for 
ma king personal investigations, but it is not always easy to ascer- 
tain exactly when he is utihsing his own inquiries Students will 
be disappointed to find that there is no bibhography 

‘‘ The aim of the book,” Dr Panandikar writes, is to show 
that the mam obstacle to the mdustrial and econonuc progress of 
India IS the absence of an efficient, steady and contented labour 
force , that it can be largely overcome in a few years by the adop- 
tion of certain measures ” This seems altogether too optimistic a 
view those who have spent many strenuous years m India m the 
effort to amehorate conditions know that progress is bound to be 
slow. They are aware of the dead weight of opposition from 
different quarters that has to be met before any appreciable 
advance can be made, even with regard to comparatively simple 
legislative measures The ilhteracy of the workers and their own 
conservative ideas are yet other obstacles which cannot be over- 
come in a few years An uneducated labour force is very weak 
and IS also a grave potential danger. 

Certam rather strange statements regardmg labour legislation 
and trade umomsm occur m the course of the book The 
former,” Dr Panandikar writes, '"is apt to reduce the spontaneity 
and adaptabihty of the private efforts of employers for the improve- 
ment of the lot of the workers, and, as it must generahse so as to 
be able to influence large areas and numbers, it may cause mjustice 
to mdividual cases ” , while the great drawback of trade- 
umonism is the danger of serious conflict between the workers and 
their employers ” He goes on, however, to state that the 
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balance of gam ” m each case is m favour both of labour legis- 
lation and trade-umonism But when deahng with these subjects 
in greater detail, Dr Panandikar clearly shows that he reahses the 
advantages that labour has gamed through them 

The chapters on Labour Legislation already need revision, as 
considerable advance has been made within the last year Many 
important recommendations of the Boyal Commission, which were 
only at the stage of being biUs or proposals when the book was 
written, have either since been duly enacted or have made con- 
siderable progress in the Legislature. The important Factories 
Bill, for instance, which was then only m a draft form, has been 
accepted m principle by the Legislature and referred to a Select 
Committee The bill relating to deductions from Wages and Fmes 
has been formally circulated for opimon Bills which have smce 
become laws are the Workmen’s Compensation (Amendment) Act, 
the Act prohibitmg the pledging of the labour of children and the 
Land Acqmsition Act These measures will have an appreciable 
e:ffect on factory conditions and on the welfare of the workers, and 
will render obsolete many of the author’s observations on present 
conditions 

A pecuhar feature of Indian factory orgamsation is the exist- 
ence of jobbers,” or overseers, who combme some of the functions 
of foremen with the power of engagement and dismissal. This 
system naturally leads to many abuses and is rightly condemned 
both by Dr Panandikar and the Koyal Commission The recom- 
mendation of the Poyal Commission that educated labour officers 
should be appointed m their place is endorsed by Dr Panandikar, 
but this recommendation does not take mto account the various 
languages spoken by the workers in an Indian factory The 
establishment of Employment Exchanges, on the other hand, in 
the difierent provinces — a far more effective way of breakmg the 
power of the jobbers — ^was not recommended The Royal Com- 
mission even goes so far as to state that we do not think that 
it would b© wise to start them at a time when most factory owners 
can find sufficient factory labour at their gates ” The reason 
advanced for their non-eatabhshment m India was the very reason 
for their estabhshment m England---so great is the difference of the 
view-pomts in the two countries 

On the whole. Dr Panandikar’s work deals with industrial 
conditions m India in an impartial manner and we may confi- 
dently express the hope that it will help to educate pubhe opmion 
m that country. In that way it may ultimately be possible for the 
workers of India to en^oy a status and conditions more in con- 
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sonance with her position as one of the chief industrial countries of 
the world 

G M Chatterjee 

A Hundred Yeara of Inland Transport, 1830-1933 By C E R 
Sherringto^}^ (Duckworth, 3 Henrietta Stieet, W C 2 
Pp 376, 15s) 

It may be said with sufficient accuracy that modern transport 
began a hundred years ago, since Shilhbeer ran the first omnibus in 
London in 1829, and the Liverpool and Manchester Railway was 
opened in 1830 Railways of a kind were known long before this , 
wagons were dragged over strips of wood oi plates of metal 
Some people, indeed, trace the curious width of our railway gauge 
— 4 feet 8 J inches — to the width of Roman chariot wheels Steam 
railways meant the echpse of canals, and, after a time, the extinc- 
tion of stage-coaches It is not true to say that railway companies 
strangled the canals , Parhament forced them to buy up the older 
form of transport , which is much hke forcing taxi-cab proprietors 
in London to buy up the old growlers ’’ and hansoms. 

Railway rates were based on canal rates, and both on a classi- 
fication of goods by value, not on the cost of service Nowadays 
the whole system of railway rates, and indeed of transport econo- 
mics, IS challenged by the road motor vehicle, whose operators 
base their charges mainly on the cost of movement irrespective of 
the value of the goods transported ” 

In this interesting volume Mr Sherrington points out that the 
road hauher, being free from the obhgations imposed by Parha- 
ment on the railways, can offer much lower rates than a com- 
petmg railway for high-grade goods which load well and can be 
easily handled ” In this way the road vehicle tends to keep up 
the charges for goods which the railway must haul, such as export 
coal, minerals, or meat in bulk from the docks Since the Railways 
Act of 1921 made the trading and travelling public the senior 
partners of the railway shareholder, it is not reaUy true that road 
transport means cheap transport If traffic returned from the 
roads to the railways m such quantities as to yield more than the 
standard revenue as fixed by the Act, the railways would have to 
give back four-fifths of the gam to the pubhc m lower charges, just 
as they now give back three-fourths of their de-ratmg allowance in 
lower charges for certain classes of heavy goods 

Some controversies which raged last century have been settled , 
Mr Sherrington supports the victor in the Battle of the Gauges, 
though he admits that Brimel’s 7-feet gauge had certain advan- 
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tages, and lie recognises Bruners genius as an engineer The 
place of competition on transport is not yet settled, Victorian 
England beheved in competition between the big railway com- 
pames and refused projected amalgamations, and even poohng 
schemes Since the war Parhament has changed its pohcy 
entirely, and is now forcing amalgamation on all kinds of m~ 
dustries which do not want it A new controversy centres round 
the taxation of the road motor vehicle Ought it to pay for the 
use of the roads as well as for the damage it does to them ^ Is the 
petrol duty a payment of a toll for the use of the roads, or a pro- 
tective duty on imported fuel ^ Are the hcence duties on the 
heavier commercial vehicles and on the ommbuses heavy enough ® 
Mr Sherrmgton discusses these questions, but does not answer 
them 

A large part of the book is taken up by detailed accounts of how 
the innumerable small local hnes were gradually hnked up to form 
a truly national system of commumcations Competition cer- 
tainly mvolved some waste and a good deal of duphcation , how- 
ever, it had its uses in securing contmuous improvement in the 
service offered to the pubhc Mr Sherrington has much to say 
about techmoal improvements in railway working which make 
travel faster, safer, and less fatiguing Our modern express 
services depend on the vacuum brake and the automatic signal 
It IS noteworthy, though Mr Sherrington makes httle of it, that 
the enormous improvement in the service offered to the pubhc has 
not been accompanied by any increase of charge A traveller pays 
no more for a seat in a corridor express than his grandfather paid 
for a board in a cattle-truck 

As for the Railways Act of 1921, Mr Sherrington is amazed at 
the want of foresight shown by its sponsors, who could not see that 
the motor vehicle was already revolutionising transport , still he 
thinks that, on the whole, it was “ a successful piece of legis- 
lation ” Tramways, he says, cannot be neglected as a convement 
and cheap form of urban transport, though he has leamngs towards 
the trackless trolley-bus The change from horse to electric 
traction took a long time, why was the petrol-driven tram not 
given a trial in this country One would hke to know the real 
difEerence in cost between carrying a given number of passengers 
between two points (a) by tram and (6) by motor omnibus, if the 
ommbus were charged, hke the tramcar, with the cost of its track 
Altogether this book is written with the detailed knowledge of 
transport questions which one expects from Mr Sherrington 

J E Allen 
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The Frofess%ons By A. M Cabb-Saiindeiis and P A Wilson 
(Oxford University Press Pp vii + 356 26s ) 

The place and function in society of professional associations 
IS a subject of great interest and importance to the ordinary 
member of the pubhc no less than to the pohtical theorist The 
latter takes the position of associations within the State as a 
fundamental theme, a theme the perenmal urgency of which has 
been clearly demonstrated by recent European events The 
former is constantly drawn to the discussion of those practical 
problems which relate to professional organisation and the 
availabihty of professional services Pubhc medical service, legal 
aid for the poor, the place of professional education in universities , 
such problems as these cannot fail to receive wide attention 
But while interest both m the organisation and status of 
professional orgamsations is widespread, informed guidance upon 
these problems is conspicuously lacking And until all that is 
characteristic of professionahsm is clearly set out and critically 
examined, httle is usefully possible m the way of generahsation or 
pohcy-makmg It is to supply this need that Professor Carr- 
Saunders and Mr Wilson have made this pioneer survey They 
themselves depict very adequately the background from which 
such a book takes its value 

'' Not only IS there no widespread acquaintance with the 
orgamsation of the professions, but there is the greatest 
divergence of view about the value of professionahsm and 
of all for which the professions stand To one writer of 
great authority and influence they are objects of deep 
suspicion , to another, of less authority but of much influence, 
they are ^ conspiracies agamst the pubhc ’ On the other 
hand, in the view of an author whose pohtical affihations are 
the same as those of the writers to whom allusion has just 
been made, the professionahsation of busmess is one of the 
most promising methods of social reform This state of 
affairs is to be explained, at least in part, by the fact that 
information about the professions is almost wholly lacking 
Until many investigators, approaching the subject from 
different angles, have worked upon it (professionahsm), 
generahsations can have httle behind them , and such 
opimons as those to which we have referred can be no more 
than expressions of like or dishke of certain aspects of 
professionahsm which, from lack of investigation, may not 
have been thoroughly understood ” 
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The first part of the hook surveys a wide field of twenty-six 
professional bodies No association is omitted, except the 
Church and the Army, which by reason of hneage, custom. State 
action or voluntary development can claim professional status 
Part II traces the history of the emergence of professions smce early 
mediaeval times As a comprehensive description of their subject 
these two sections of the book are unrivalled 

Parts III and IV are an analysis and evaluation of pro- 
fessional orgamsation and activities, and a study of questions 
concerning the place which professions might occupy in the 
society of the future Here, there is set out a body of observa- 
tions on their habits and conduct which the professions would do 
well to take to heart Particularly is this the case with the medi- 
cal and legal professions, whose standards and orgamsation are 
subjected to a very searching criticism 

It seems ungrateful to ask for more from a work which pro- 
vides so much, but it is, nevertheless, a pity that some of the 
problems discussed were not treated comparatively Por there 
IS a wealth of significant foreign experience in this field which could 
have been used to illustrate the authors’ results In law, medicine 
and teaching, m particular, a number of conclusions as to Enghsh 
practice might have been drawn from a consideration of the 
experience of the same professions abroad There are, for 
example, in the United States, no closed corporations like the Inns 
of Court One would like to know whether it is that fact which 
makes it possible for the great American law schools to exert the 
influence they do in promoting legal reform Again, the recog- 
msed status of the French teacher is considerably higher than that 
of the teacher in England Is there any connection between this 
fact and the absence in France of the British dual system within 
which State education is largely a provision for those who cannot 
afiord the superior ” article “2 

In view of the fact that the pohtical theorist is mentioned in 
the preface it might have been as well if the whole question of 
freedom of teaching and self-government for associations had been 
examined in the light of recent experiences in Russia, Italy and 
Germany What problems of freedom, for example, arise for the 
umversity teacher and what happens to his orgamsation when 
umversities become State-controlled ^ What would be the 
reaction of the semor common rooms of self-governing Oxford and 
Cambridge to the techmque of an Enghsh Goebels '2 

There is one further and deeper criticism of the book One is 
not conscious that the authors have brought any considered 

y2 
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social philosophy to bear upon their subject No work of this 
kind could fail to convey, in part, the impression that many of the 
characteristics of professionahsm are the direct or indirect result 
of social inequality No one can escape the conclusion that rules 
of entrance, methods of government, tests of competence, relation- 
ship to change, that these aspects of professionahsm are and must 
be influenced by the fact that there are m society classes to which, 
for the most part, the door of the professions is closed The 
authors do, in fact, come near to a discussion of this fundamental 
of their subject when they msist that the building of bridges 
between Knowledge and Power is the first necessity ” But they 
do not go on to link up, m any definite way, the practices they 
criticise with that inequahty of access to the professions which is 
the necessary imphcation of an unequal society 

Professor Carr-Saunders and Mr Wilson have made a large 
number of particular suggestions which the pubhc and the pro- 
fessional world ought not to neglect But they do not let us see 
whether they possess a social philosophy of their own, nor, 
apparently, do they use it as a basis for evaluation They are, for 
example, able to point out the absence of an orgamsed relation 
between the legal profession and the problems of legal change 
But they do not go deeper to show us why such a state of affairs 
should exist , they do not refer us back to the inevitable relation- 
ship between law and the economic foundations of society 
Which is a pity, for along that path some sigmficant imphcations 
might have arisen 

But when all this has been said it remains true that the authors 
have performed a task of very great value The issues which 
arise out of the relation of the expert to society are many and 
important With this book it is possible, for the first time, to 
approach these issues with informed guidance Those concerned 
with the development of opimon and pohcy with regard to the 
professions can afford to neglect neither its material nor its 
conclusions. 

W A Bxjdlin 

Elementary Statistical Methods By E C Rhodes Studies in 
Statistics and Scientific Method, edited by A L Bowdey 
and A Wole No 1 (London George Routledge & Sons 
1933 Pp 243 Is Qd) 

Mja Rhodes appeals to the common-sense of the reader, not 
to his mathematical abihties Yet he succeeds in leading his 
reader gradually to problems of a more and more technical nature 
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In the introductory chapters on Statistical Inquiries, Data, 
Desired Statistics, he shows m a persuasive and vivid manner 
some of the pitfalls which are frequently met with when collecting 
and interpreting statistical material He proceeds to the theory 
of Averages and Measures of Dispersion and concludes with the 
Time Series As the sub3ect becomes more technical the treat- 
ment grows more concise The weighted and moving averages 
are treated with pedagogical mastery I am sure that the same 
might have been said of paragraphs on a few further elementary 
methods useful in practical work, if Mr Rhodes had written them 
Thus, paragraphs on scatter-diagrams (such as used by Mr Rhodes 
himself in the recent February issue of Population), free-hand 
interpolation, computing the mode, rmght well have been added 
The necessary space could be gamed by making the first chapters 
slightly more concise and by leaving more to the common-sense 
of the reader and to practice It must, however, be borne in 
mind that the book under review, definitely intended as a first 
study,’’ IS not designed to serve as a reference book but rather 
to be actually read chapter by chapter There is still no com- 
munis opinio as to the limits of what may be legitimately called 
'' Elementary Statistics ” Of the five or six text-books published 
in the last three years, some of the more advanced claim to have 
“ introductory purposes ” only (G R Davies and W F Crowder), 
or to presuppose only that amount of mathematical knowledge 
as IS possessed by any person of general culture ” (Felice Vinci) 
Yet they serve purposes quite different from this book For a 
beginner who may safely be supposed to have forgotten his 
school algebra it is at any rate preferable to get at first a broad 
presentation of the subject than to be awestruck at the outset 
by an array of mathematical symbols, thus bemg led to mistaking 
means for aims 

A few remarks may be added I doubt whether Mr Rhodes is 
right in insisting (pp 98-99) on the necessity of confining even non- 
smoothed histograms to continuous measurements only, thus 
making the graphical representation of the total sum by an area 
sometimes impossible My two concluding remarks, made from 
an economist’s point of view, refer to Mr Rhodes’ as well as to 
most other modern writers’ text-books on Statistics for the use 
of economists First the reasomng on Price-Indices is mostly 
based on the well-known formal tests of the kind of those systema- 
tised by Irving Fisher The formulae of Laspeyre and Paasche 
are quoted among others But the text -books omit to make use 
of the fundamental discovery made by Pigou as early as 1912 
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and corroborated later by Haberler and Keynes (the strict proof 
was given by K G- D Allen m Economica, 1933, pp 200 seq ) * 
the two formulae mentioned above give respectively, under 
condition of uncKanged tastes, one the upper, the other the lower 
limit of any Price-Index claiming economic sigmficance Second 
the decomposition of time-series In spite of a generally professed 
scepticism towards the notion of trend,” this notion seems more 
and more to acquire a permanent place in the body of doctrine 
Yet it would be possible to show the reader (by using exactly 
the same formal methods as with trends ”) how to eliminate, 
not these merely abstract time-mfluences,” but those concrete 
economic influences supposed to be relevant to the particular 
problem under consideration ^ 

J Marschak 

Methods of Statistical Analysis By Geoboe B Davies and 

Waetbb P Cbowdeb (New York John Wiley and Sons 

1933 Pp 355 ) 

The scope of this account of the statistical technique required 
m the social sciences is rather more hmited than the authors 
appear to claim They are, in effect, concerned largely with the 
statistical methods which apply to accurate or complete data of 
the kind given in ‘‘ blue books ” and, in particular, with methods 
of treating time senes and of constructing index-numbers Very 
little attention is paid to the specific problems that arise when 
the material analysed is in the form of a sample Sections are 
devoted to averages, dispersion, index-numbers, time series and 
correlation and, in each section, the more elementary processes 
are separated from the supplementary or special methods The 
general practice, also, is to give only formulae in the text, relegating 
the majority of the mathematical proofs and developments to an 
appendix 

Even after allowance is made for the unavoidably heavy 
nature of the subject-matter, the general impression of the 
present reviewer is that the style and method of presentation 
adopted by the authors is unsatisfactory and lacking m mspiration 
It IS not always clear, for example, what is being proved and 
what IS merely stated with a proof somewhere m the rather 
sketchy appendix of mathematical notes Again, some of the 
terms used are introduced casually without any adequate 
definition of their meaning, the term “regression hne ” is a 

^ Of O Aridevson m. th.Q Journal of the Royal Statistical Soc^ety, 1927 
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case in point. But the main criticism here is that the whole 
development is seriously overweighted with descriptions of 
involved processes of numerical computation at the expense of 
the basic theory. In a non-specialised work of this Idnd it seems 
preferable to emphasise the essential theoretical background of 
the statistical methods together with the more straightforward 
methods of computation. It is better that the student should 
know exactly what he is doing even if it takes him somewhat 
longer, at first, to carry out the actual numerical calculations. 
If he is at all competent, he can be left to devise, or to acquire 
from various sources, the methods of computation most con- 
venient in his own particular field. 

In details, also, there are a number of surprising omissions. 
Many readers will look in vain for an adequate treatment of 
weighted averages, from their use in such processes as the 
standardisation of death rates to their application in the w^eighted- 
relative method of constructing index numbers. It is, however, 
scarcely fair criticism to remark on omissions of this kind. The 
needs of research workers who use statistical methods, even in 
the limited field of the social sciences, are so diversified that no 
book of this size can possibly satisfy even a majority of them. 

R. G, D. Allen 



NOTES AND MEMORANDA 

The Cost of Living of Girls Professionally Employed 
IN THE County of London 

Women, it is often said, do not attempt to live on their salaries 
Unlike men, they are but rarely entirely self-supporting , instead 
they rely, if unmarried, on their parents for some financial assist- 
ance , if married, and still workmg, they are partly supported by 
their husbands Women, so it is argued, regard their earmngs 
as ‘‘ pocket-money ” This description is usually taken to apply 
especially to the economic position of young unmarried girls, 
workmg in commercial and professional occupations, and who are 
assumed to come from middle-class homes Here, it is pomted 
out, the parents are most probably in a position to provide their 
daughters with free board and lodging, even if they cannot afford 
to give them a dress allowance 

Eor some time I have wondered if this is a true description of 
the position I was inclined to beheve that, at any rate since the 
Trade Depression, many parents, in all classes of society, have not 
been able to assist their daughters financially My own impres- 
sion was that girls to-day are much more dependent on their 
salaries than is popularly supposed Such being my behef, I 
turned to look for data on which to check my own impressions I 
found, however, that very httle was known about the position of 
girls in non-industrial ]obs The girls rarely belong to Unions, 
from which information could be obtained Budgets of income 
and expenditure are seldom seen Miss Collet published m the 
Economic Journal m 1898, a few accounts from professional 
women — but conditions have so altered since these budgets 
appeared that they can no longer be considered as typical I 
reahsed that I should have to collect the necessary data myself, 
if I wanted to discover whether my impressions were correct I 
therefore undertook an investigation into the cost-of-hvmg of 
women workmg in professional and commercial occupations 
The results of this investigation form the subject of this article 

The inquiry was conducted m the following way I inter- 
viewed unmarried girls between the ages of twenty and thirty 
years, working in non-mdustrial occupations m the County of 
London This particular age-group was chosen because it appeared 
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most likely that girls in the group would have similar types of 
expenses If the age-hmit had been extended to thirty-five or 
forty years, women would have been included in the inquiry who 
were begmmng to save for their retirement. Girls under thirty 
do not usually reckon saving as one of the items they have to 
budget for, unless they are in jobs where there is an automatic 
superannuation deduction, furthermore, the background of the 
older women might have been considerably different from that of 
the younger girls Their homes might have been broken up, their 
parents older and less able to help them Their problems would 
be different They are not the girls usually referred to in popular 
conversation on business girls The lower age-hmit was set at 
twenty because it is assumed that few girls under twenty would 
be earning salaries on which it would be possible to live, even if 
they wished to do so Girls between the ages of seventeen and 
twenty are usually paid on a trainee basis, as their salary is 
supposed to be ‘‘ pocket-money ” 

The girls interviewed were asked to state their annual income, 
distinguishing between earned and unearned, and to give a 
detailed account of their weekly expenditure over a period of four 
weeks The amounts spent on items that were not included in the 
weekly budget, such as clothes, hohdays, and medical attendance, 
were given in terms of the expenditure of the previous year (1932) 
Any savings were also calculated in this manner The girls were 
also asked to describe how they spent their leisure time, both 
during hohdays and during the working week A number of 
rooms, hostels, and flats, in which the girls lived, were visited In 
this way an insight into the actual lives of the girls was obtained 

The choice of girls for interview was determined by personal 
opportunity, as the investigation was carried out on an informal 
basis No hmit was given to the size of the income The budget 
of any girl who was known to come from a middle-class home 
{% e parents’ income over £225), and was engaged m earning her 
livmg m a non-mdustrial occupation , w as a ccepted The investiga- 
tion resulted m the collection of fifty budgets, seven of these 
had to be discarded owing to the inadequacy of the information 
offered 

Though the sample obtained was small, I think it can be 
regarded as giving a fairly representative picture of the cost-of- 
livmg of girls of that particular age-group, working m commercial 
and professional jobs The investigation, though carried out on a 
small scale, covered a wide occupational area Budgets were 
obtained from girls working in all the most important jobs that 
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come under the heading of commercial and professional in the 
Census Admimstrators m the Civil Service, teacheis, dispensers, 
journahsts, copy -writers, mannequms, hbrarians, and dim- 
workers were mterviewed , while in the commercial occupations, 
budgets were obtained from typists, jSling- clerks, saleswomen, 
hairdressers, manicurists, telephomsts, dress-makers, programme- 
sellers, and hft-girls All the budgets were checked over person- 
ally with the girls interviewed, a high degree of accuracy was 
thereby obtained 

The results arrived at from an analysis of the budgets did not 
hear out the popular conception of the financial dependence of 
this type of girl on her family Of the girls who were hving at 
home (thirteen in all), two only paid nothing out of their salaries 
for board and lodgmg — ^these two girls regarded their earmngs as 
pocket-money only , but they were the exception The remain- 
ing eleven paid their famihes a weekly sum, sufficient to cover at 
least then? food, and, in some cases, a share of the rent as well 
True, none of these girls who were hving with their parents can 
be considered to be entirely self-supportmg, since it is doubtful 
if their payments into the home covered altogether the cost of 
their board and lodgmg — ^but, as will be seen in the table of budgets 
given below, the weekly payments took a considerable proportion 
of the girls’ salaries, they must be considered as being almost 
financially independent 

The total number of girls hving on their own was thirty 
Three girls from this group had parental subsidies m the shape of 
dress allowances The rest were completely self-supporting 
They received no direct subsidy from home, either in cash or kind 
But the fact that they had homes behind them entered into their 
calculations to some extent Any exceptional expenditure, such 
as a sudden doctor’s or dentist’s bill, was often paid by parents 
This was particularly the case amongst girls whose salaries were 
either just above the health insurance hmit, or who, though 
commg under the msurance scheme and paying weekly contri- 
butions, dishked appearmg as panel patients Holidays, in some 
cases, and week-ends nearly always, were spent either at home, or 
with friends or relatives These were the only ways m which the 
girls received help from home I think this group may be con- 
sidered to be self-supporting 

The purpose of my inquiry was two-fold Tirst to discover 
the proportion of women m my sample who were self-supportmg, 
secondly, to find out what was the cost-of-hving for these inde- 
pendent people. The results of the second part of my mvestigation 
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are summarised m the following tables As this section deals 
only with girls who are either entirely self-supporting, living away 
from home, or who, though at home, pay for their board and 
lodging, I have ehminated from the tables all the budgets of 
girls having dress allowances from home, or who are not con- 
tributing towards the household’s expenses 

For the purpose of analysis it was decided to average the 
budgets , but as the extreme limits of income were very far apart 
— the maximum weekly income was £5 5s , the minimum £15^ — 
to have attempted to produce an average budget from incomes 
that differed to such a degree would have resulted in obtaining 
averages of little meaning The budgets have been placed in 
income groups, and an average budget has been made from each 
group As the data thus obtained did not give a continuous 
frequency curve of incomes, discontinuous groups were taken 
The budgets fell naturally into the following groups 


Weekly income Number of budgetb 


25^ 

and under 

4:5s 

11 

50^ 

99 

60s 

7 

60^ 

9 > 

75s 

11 

80s 


85s 

4 

100s 

99 

110s 

5 


Table I 

Average Budgets of Income and Expenditure 


Weekly I 











Income | 

25s 

and 

50^ 

and 

605 

and 

805 

and 

1005 

and 

under 45^ 

i tinder 605 

under 75s 

under 85s 

under 1105 


s 

d 

s 

d 

s 

d 

s 

d 1 

5 

d 

Bent 

8 

10 1 

14 

3 

18 

3 

17 

3 

22 

6 

Light, heat 

2 

8 

3 

0 

4 

5 

3 

10 1 

4 

8 

Food in 

6 

10 

10 

2 

10 

10 

i 10 

1 ! 

13 

3 

Food out 

3 

10 

8 

2 

8 

3 

9 

0 1 

10 

3 

Fares 

1 

8 

2 

6 

2 

0 

2 

6 

2 

9 

Insurance 

1 

5 

1 

2 

1 

3 

_ 

— 

- 


Laundry 


7 

1 

3 

1 

0 

2 

0 

2 

0 

Sundries 

1 

8 

3 

4 

5 

0 

10 

0 

10 

1 

All expenditure 

27 

6 

43 

10 

51 

0 

64 

8 

65 

6 

Annual 

£ 

s 

£ 

s 

£ 

5 

£ 

5 

£ 

5 

Clothes 

12 

0 

15 

15 

18 

0 

30 

0 

35 

0 

Holidays 

7 

15 

8 

7 

11 

0 

20 

0 

22 

0 

Savings 

- 

— 


— 

4 

0 

5 

0 

11 

0 

Medical 

- 

— 

- 

— 

- 

— 

5 

0 

5 

0 

Income tax 

_ 

— 



3 

0 

9 

2 

13 

10 

All expenditure 

19 

15 

24 

7 

1 

36 

0 

69 

2 

86 

10 


As the expenditure of the girls who lived at home differed in 
detail, though not in amount, from that of those who lived on 
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their own, for clarity of tabulation I have put their averaged 
budgets m a separate table (see Table II) As regards the details 

Table II 


Average Budgets of Income and Expenditure 


Weekly 

Income 

Board at home 

Lunch out 

Fares 

Insurance 

Sundries 

All expenditure 

25s and under 4:5s 
s d 

12 8 

4 5 

3 8 

1 0 

2 6 

24 3 

50s and under 60^ 
s d 

16 7 

4 9 

3 4 

1 3 

6 6 

32 5 

Annual 

£ 5 

£ s 

Clothes 

15 10 

24 0 

Holidays 

7 13 

21 0 

Savings 

— 

7 0 

Medical 

— 

— 

Income tax 

— 

10 

All expenditure 

23 3 

52 10 


of the budgets, rent includes payment for domestic service, and 
some laundry It is the custom for landladies to provide linen 
and service in furnished rooms, and to include the charge in the 
rent Food m ” covers the amount of food eaten for breakfast 
and supper “ Food out ” includes lunches, tea and morning 
coffee Fares covers the cost of travelling to and from work 
“ Sundries ” includes all expenditure on toilet accessories, amuse- 
ments, week-end travel, presents, and other miscellama 

The most notable feature in the first budget (Table I) is the 
small amount spent on food This is partly explained by the 
fact that nearly all the girls in this group were sharing rooms 
Catering for two appears more economical than catering for one 
Also lunch usually consisted of home-made sandwiches and a cup 
of co&ee , sometimes food was supplied at cost price by the offices 
and stores where the girls worked It is, however, very doubtful 
if these girls really do get enough to eat The second budget 
shows an increase in all expenditure, as indeed one might expect , 
but, m the three remaining groups, expenditure on food and rent 
does not appear to vary very much with the size of the income 
Hound about £2 covers the cost of these items m all three budgets 
The difference in expenditure is shown in the varying amount 
spent on clothes and holidays and sundries The limit to the 
amount that a girl can eat is soon reached, but it is doubtful if her 
desire for clothing is ever satisfied 

In all groups there were some budgets that varied con- 
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siderably from the mean Some girls who were sharing fiats did 
all their own cleamng, and spent the extra money on furmshmg 
Others economised on rent, and spent more money on travel. 
Some spent little on clothes and much on amusements In the 
lowest-salary group there was, however, but little variation 

A comparison of the budgets of girls hving at home with those 
of girls living on their own does not bring out any remarkable 
reduction m the cost-of-hvmg m the lowest salary group , but 
presumably the girls hvmg with their parents get more for their 
money, by sharing in the family hfe, than do the girls who are 
hvmg away The girls in the second income group score con- 
siderably from the financial point of view by staying at home 
The cost-of-hving for them is so reduced relatively to that for girls 
with similar incomes hvmg on their own that they have a 
considerable surplus to spend on clothes, etc In fact, their 
expenditure on these items is almost m the same class as that of 
girls earmng £4 a week 

As regards the method of hvmg, it was found that girls with the 
smallest salaries (twenty-five shilhngs and under sixty shillings 
weekly) preferred to live at home, on the grounds of economy 
Even when payment into the home and the additional cost of 
travelhng were taken into account, this way of hvmg appeared to 
cost slightly less than lodging m London Furthermore, the 
daughter’s weekly contribution was a consideiable help m balanc- 
ing the family budget Parents encouraged the girls to stay at 
home When the conditions of their work forced them to hve 
away, they chose either small bed-sittmg-rooms, which they shared 
with a friend, or they boarded m cheap hostels, sleeping m cubicles 
and eatmg m the common dining-room 

Livmg at home was not so popular amongst the girls in the 
upper salary groups (sixty shilhngs and under one hundred and 
ten shiUmgs a week) Only three girls out of the twenty -two m 
these three groups lived with their parents No average budget 
has been taken of the expenditure of these three girls , as explained 
above, two of them paid nothing towards their keep It was 
thought that too few budgets were collected in this group to 
enable a representative average to be taken 

The girls who hved on their own m London, rented either bed- 
sitting-rooms or flats , the latter they shared with friends The 
boardmg-house habit, so commonly met with in accounts of 
mneteenth-century life, appears no longer to be popular Most 
girls preferred flats, but lived in sitting-rooms, furnished, either 
because they had no friend to share with, or because they could 
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not afford the cost of fuimshing The girls bought and cooked 
their breakfasts and suppers, getting their mid-day meal at a 
restaurant The cooking apparatus was usually a gas-ring — 
gas was supplied from a penny-m-the-slot meter Bathrooms 
were shared with other inmates of the house 

Life in a flat was evidently very similar, though one had more 
freedom and more privacy Cookmg was easier, gas cookers being 
used instead of the ubiquitous gas-nng of the furnished room 
The expense worked out about the same as renting a room, 
assuming the flat was shared between two people The actual 
rent was lower, but service was more, and in some cases weekly 
instalments on the furniture bought on the hire-purchase system 
had to be allowed for 

The type of amusement found to be most popular with the 
girls in the lowest salary groups was cinema-going Most girls 
managed to spend a shilling a week on the “ pictures ’’ Reading 
novels taken from the free hbraries or the Twopenny-book- 
shops was the other source of amusement amongst girls who 
could spend only a few shillings a week on recreation In the 
higher grades of income, riding, skatmg and theatre-going appeared 
to be the normal amusements Dancing did not appear popular 
amongst any of the girls 

The type of hohday varied tremendously amongst those who 
had over £10 to spend Hiking ’’ both in England and abroad, 
travelling with parents, staying at home, were all popular , but it 
was found that the girls who had £6 for their holidays nearly 
always went for a week by the sea, if they did not stay with 
relations Everyone appeared to have some kind of hohday once 
a year 

Such was the mformation on the manner of living and the cost 
thereof to business women, obtamed through my investigation 
There is still much to learn about the hfe of the middle classes 
Present-day statistical data are very inadequate on this subject 
This small-scale inquiry is an mformal attempt to tlirow some 
light upon the hfe of at least one section of the middle classes — ■ 
the black-coated woman worker ” 


Ruth Bowley 
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The Equilibrium op Duopoly 


I propose a solution of the problem of duopoly m a perfect 
market ^ on the arbitrary assumption that the particular demands, 
with which each duopohst is confronted, are linear functions 

Represent the market demand hy F{x) and the particular 
demands by which the first and second duopolists aie confronted 
hj fa{xa) Sbnd It IS required to determine the values of 

and fb, the cost functions of the duopolists and the market 
demand being known 

The fall in the market price, due to the first duopohst increasing 
his output by Ax, is equal to the fall which occurs when the total 
supply is increased by an amount, Ax less the amount by which the 
second duopohst restricts output in consequence of such a fall 
in price 

When the first duopohst increases output by Ax, the demand 
curve of the second duopohst moves to the left by an amount 
equal to Ax throughout its range If this demand curve has a 
hnear function, the gradient of the marginal revenue curve 
correspondent to it may be represented by the expiession 2f\{Xf,) ^ 
Consequently, when the second duopohst ’s demand curve recedes 
by Ax throughout its range, his correspondent marginal revenue 
curve recedes by \Ax 

If represents the cost function of the second duopohst, 
his restriction of output consequent on the increase of that of the 
first by Ax is 


J 

\2j\{Xb) - <i>\{x,) 



^ The expression perfect market is used to mdicate the rule of a smgle price 
and the absence of competitive marketmg costs, m contradistmction to perfect 
competition when particular demand curves have infinite elasticity 
2 The gradient of the margmal revenue curve is equal to 

dncb 

dxb 

When the second differential is zero, this expression = 2 ^ 

® In these figures the cost curve mtersecte the old marginal revenue curve 
{MRj) at P and the new margmal revenue curve {MR^) at Q The horizontal 
distance between the MR curves is The restriction of output in Fig 1 is 

QR, that m Fig 2 is PR In Fig 1 QR is equal to 

tan a + tan (3 ^ ~ 2fj(a!j) - i'iixi,) - 

In Fig 2 PR IS equal to 

^ J .. 1A^=— .A), 

tan jS — tan a ^ ^ 

Thus the same expression serves for both cases 
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Consequently the net increase of output is 


^f'bi^b) — i>'b{^b) 


Ax = 


fbM 

^fbiXb) 


<f>\{^b) 

- <t>'bM 


Therefore the particular demand for the product of the first 
duopohst is shown by the equation 

Of these terms, F'(x), the gradient of the market demand 
curve, and </>'b (x^), the gradient of the second duopohst ’s cost 


The Second Duopolist 



Fig 1 Fig 2 

(Increasing Cost) (Decreasing Cost) 


curve, are known , is, however, unknown But for this we have 
a second equation analogous to (1) above 




= F'{x)[ 


f'aiXg) — <l>'a(Xa) \ 

2/'a(a;„) — 


( 2 ) 


Thus ■we have t^wo unkno'wn quantities and two equations with 
two roots for each unknown 

If the gradients of the particular demand curves, fa and /'&, 
are known, the determination of the duopohsts’ position becomes 
a simple matter It is required to find the price (y) and the 
amounts produced by each duopohst, Xa and Xb For these three 
unknowns we have three equations 


y = F(Xa + Xb) (3) 

= (f>a(Xa) Xafa(Xa) (4) 

= <f>b{Xb) — Xbfb{Xb) (5) 


Equations (4) and (5) express the fact that each duopohst equates 
his cost to his marginal revenue 

If more comphcated particular demand functions are allowed, 
the mathematics becomes less tractable But there does not 
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appear to be any reason of economic principle for supposing that 
the eqmhbnum of duopoly would on normal assumptions be any 
less determmate 

R F Harrou 

Christ Church, 

Oxford 


Fisher’s Real Rate BooTRrN-E 

The real rate ” of mterest which is generally associated with 
the name of Fisher is really a much older notion Fisher’s is, 
however, the best prevailmg version of it, fully elaborated to 
explain mdustrial fluctuations We have been brought up to 
respect it as one possible explanation of the phenomena of fluctua- 
tions If not exactly that, at least the “ real rate ” doctrine has 
saved many a writer from mteUectual agnosticism like a deus ex 
machind, and has been employed to extricate logic from blind- 
alley pursuits No apology is, I hope, therefore, necessary for 
a somewhat searching exa m i n ation of the worth of this doctrine 
as a tool of economic thinking 

Fisher’s “ real rate,” to begm with, is not really a valuation of 
interest alone, corrected for price changes , his “ real rate ” is 
ob tamed by correctmg hoth the interest as well as the jprincijpal for 
price changes Thus Fisher’s theorem, which is too well known 
to need any elaborate statement here, is that with the appreciation 
or depreciation (s) of money in terms of commodities, the real 
rate ” {H) may widely fluctuate, bemg {cet par ) positive with 
rapidly falhng and negative with rapidly rising prices If r is 
the money rate of interest, then he evaluates that J? = r 5 5^5, 

or roughly, = r + 5 , the quantity rs bemg neghgible. If s is 
negative and greater than r, B is also negative, and so on This 
B, however, is made up of two elements it contams in it the 
depreciation (or appreciation) of the money principal during the 
given period as well as the depreciation (or appreciation) of the 
money mterest Thus, for example, if the principal of £100 
depreciate from 100 goods (supposmg £1=1 good, originally) to 
90 goods, and £5, the mterest, depreciate from the expected 5 goods 
to 4 5 goods, the sum-total of the result is that the “ real rate ” 
has fallen to — 5 5 per cent This, however, is the joint result of 
the depreciation of the prmcipal ( — 10 goods) and the depreciated 
value of the mterest (-]- 4 5) 

It might be objected that this dissection of the “ real rate ” of 
Fisher is of no practical importance, because to the lender who 
No. 174 VOL XLIV z 
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lends and to the enterpriser who borrows, what matters when 
prices are fluctuating violently is the sum-total of results, and not 
the separate elements m the real rate here distmguished But 
such a view, besides ignormg the fact that clarity is in itseh a good, 
errs m supposmg that borrowed capital is always forthwith 
returned to the lender by the borrower But this is not true In 
the case of long-term, % e , quasi-permanent or permanent loans, 
like Consols and debentures, the prmcipal is not returned at all, 
or, if returned, is done so after such a long time that the lender’s 
foresight as to changes m prices could scarcely aflect either his 
wilhngness to lend or the industrial situation ^ Short-term loans 
are indeed repayable withm a period of time during which fluctua- 
tions m the price-level might well cause real transfers from the 
borrowers to the lenders or v^ce versa, to the extent indicated by 
the “ real rate ” But the question arises, Is an average lender or 
borrower (and this question applies to both long as well as short 
lendmg) actually so hit or benefited to the whole extent of the 
“ real rate ” ^ Almost always, when the loan, whether short or 
long, IS returned, the lender re-lends the prmcipal, he does not 
liquidate or spend it If he did, he would find himself in a favour- 
able position or otherwise in terms of commodities On the other 
hand, the borrower who has returned a loan might be hit or 
benefited by changes m the value of money to the whole extent 
of the “ real rate,” if, on returning the loan, he wmds up his busi- 
ness and takes a long holiday As a matter of fact, he does nothing 
of the kind , he just goes and re-horrows elsewhere nearly the same 
amoxmt that he repaid Thus his gam or loss on the transaction 
is also imaginary The fact is that money capital, whether short 
or long, IS a continuous process, a mobile fund , it is continually 
embodied in real capital, either over long periods or over a series 
of short periods, according to the preference of the lender Thus, 
the appreciation or depreciation of the prmcipal lent and repaid, 
scarcely if ever affects the lender or borrower under ordmary 
circumstances This does not mean, however, that the principal 
itself would not be mtrmsically worthless, if there is a spectacular 

^ The fact that by selling his securities on the Stock Exchange a lender may 
recover his long-term capital at the current market price does not indicate that 
capital is returned by the original borrower to the lender What happens is just 
a change of hands for the securities m question what one lender loses, another 
lender gams and the transfer does not affect the borrowers v%s d vis the lenders 
at all Professor Pisher, we are told, once informed a League of Nations audience, 
that in a period of six years in the United States alone capital to the amount 
of forty milliards of dollars had been transferred from one section of tbe com- 
munity to another section ” But he could have seen that this sort of operation 
is not relevant to what he calls the real transfers between borrowers and lenders 
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rise of prices, as tliere was in post -War Germany , such a rise 
implies an mflation of the total volume of money capital But 
assuming that the owner of the prmcipal does not hqmdate it by 
purchasmg goods (and there is no need to make a contrary 
assumption), he will be hit only to the extent to which the money 
interest accrumg to him falls m goods value The debtors, indeed, 
might well repay their debts and avail themselves of the disparity 
between the nommal and market values of their investment If, 
besides, subsequently there is a complete revaluation of the 
monetary standard, as there was m Germany, the door will be for 
ever closed to the lenders possibly recoupmg their position m a 
future deflation of prices But this is, evidently, true only of 
abnormal events , m normal times m which there are no such 
catastrophic depreciations followed by revaluations, but only 
cychcal fluctuations of prices, the creditors can always rely upon 
balancing their losses and gams arismg from price fluctuations 
Apart from all this, the appreciation or depreciation of the 
money mterest itself is an event of some actual importance to the 
lender, m so far as it is his regular income, which he probably 
spends, and to the borrower, m so far as it is an element of cost 
If the concept of the real rate ” is thus confined to the evaluation 
of mterest alone m terms of goods, it becomes a livmg and useful 
mstrument, like the analogous concept of real wages Thus 
conceived, the real rate ” can never fall to zero or become 
negative For mstance, in the example given above, the 10 per 
cent depreciation of the value of money (or, i e , roughly, a 10 
per cent rise in the price-level) will bring about a real rate ” of 
4 5 per cent only, and not — 5 5 per cent Only the money rate 
of mterest will be corrected for price-changes 

The representative borrower-enterpriser, who prospers on the 
diflerence, which is profits, between the costs and prices relevant 
to his products, is generally regarded as benefiting at the expense 
of the factors of production, when prices are rismg But you 
caimot say that there takes place a full transfer of real income to 
the extent of the wmdfall profit from those factors of production 
to the enterpriser and, m the same breath, msist that there is 
another transfer of the same size from the lender to the enterpriser 
agam The former transfer is the real aspect , the latter is an 
illusion. But the "" real rate ” freshly interpreted as the interest 
itself corrected for changes m the value of money, fits m with the 
former transfer, as interest, like wages, is also an element of cost 
Fisher’s real rate ” doctrme, widely accepted by many 
economists if not as one possible explanation of cychcal fluctua- 

z 2 
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tions, m some way to be a thing to be reckoned with, has thus on 
examination proved, as it stands, an inaccurate explanation 
Fisher himself, who founded an origmal theory of capital on the 
basis of the mcome concept, would have been the first to see clearly 
wherem his treatment of the real rate ” was faulty if he had 
concentrated on the continuity of capital The “ real rate ” 
doctrme has been applied in another allied topic, that of price 
stability, in which the “ debtor-creditor relation ” is held to be 
one of the primary considerations Even there, we have, then, to 
extend the logic of the foregomg paragraphs and regard stability 
of interest payments in terms of goods as the essential fact 
What damage (e g ) Si debtor country like Argentma would sulfer 
m conseq[uence of a contmuous fall of commodity prices is con- 
fined to her mterest payments , for to provide for these she will 
have to spare a larger part of her productive capacity As for the 
prmcipal repayments, she can very well avoid present damage by 
re-borrowing to the extent of the repaid loans That is, m fact 
what any debtor country would do and does actually 

An important ofi-shoot of Fisher’s theorem, which also needs 
to be revised m the light of what has been said above, is the 
existence, to which Fisher directs attention,^ of as many rates of 
mterest expressed m terms of goods as there are kinds of goods 
divergmg from one another in value ” The method of approach 
is similar to that of Mr Srafia’s ‘‘ commodity rates ” (Vide his 
Article m the Economic Jotjunau, March 1932 ) The distmction 
between Fisher’s “ real rates ” and Mr Sraffa’s “ commodity rates ” 
IS that while the former refer to the relation between two spot 
prices of a commodity at two different dates, the latter refer to 
the relation between the spot ” and the forward ” price for the 
commodity at the same given moment Fisher recognises the 
difficulty of havmg an mdefinite number of real rates ’’expressed 
m terms of different commodities He, therefore, proposes to 
evaluate a smgle real rate ” by reference to the general price- 
level, which IS, of course, his Cash-Transactions Standard, derived 
from {MV = PT), to adopt Keynes’s phraseology This method, 
while it Ignores the practical difficulty that the price-level relevant 
to the lender’s expenditure and that relevant to the borrower’s 
expenditure may considerably diverge, possesses perhaps the 
merit of simphcity 

It IS Fisher’s contention that in so far as the fall or rise in the 
'' real rate ” due to rismg or fallmg prices can be foreseen, by the 
lenders and the borrowers, the money rate at which lending takes 

1 Theory of Interest, p 42 
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place begins to adjust itseK to the ‘‘ real rate ” in the upward and 
downward phases of the business cycle, but never quite catching 
up with it Also that his real rate ” fluctuates more than money 
mteiest (This, by the way, is natural, seeing that he has included 
the correction of principal as well as mterest for price changes m 
his real rate Had he interpreted the “ real rate ” m the 
nai rower sense here proposed, he would have found out that it 
fluctuates as much, though inversely, as the money rate ) The 
drift of the argument is that so long as the real rate is kexit 
constant, prices will be steady if there is a deviation from the 
normal position of the “ real rate,” prices will fluctuate The 
inevitable conclusion drawn is that if, after such a deviation, the 
real rate ” is rehabilitated by raismg orlowermg the money rate 
sufficiently to brmg it e , the “ real rate ”) to its normal level, 
equilibrium of prices would be re-established Now, while it is 
indeed true that if prices vere stable Fisher’s “ real rate ” would 
be at its proper or normal level, because neither the principal nor 
the mteiest could fluctuate in goods value, it is, as the foregoing 
argument should have shown, extremely doubtful if the converse 
proposition holds good At any rate, it is unnecessary for the 
money rate to be raised or lowered so much as to offset the fluctua- 
tion m value not only of interest but also of prmcipal 

The application of the real rate ” theorem to practical 
banlang pohcy would thus seem to he rather hazardous I 
mention this because some authorities appear to support such 
an extension of the real rate ” doctrme of Fisher to bank-rate 
pohcy It is their notion, e g , that a 15 5 per cent money 
rate would have to be estabhshed, if, say, a real rate ” of 5 per 
cent IS to be obtained when prices are rising at the rate of 10 
per cent per annum and that this would keep the price-level 
steady, if 5 per cent is the interest-rate norm The argument 
underlymg the notion is characteristic for two reasons in the 
first place, it beheves that the rate of interest in its mter- 
actions on busmess conditions acts or may act m a somewhat 
compensatory manner , secondly, it supports the Fisherian 
real rate ” theorem The former aspect ignores that prices are 
not movmg on an mdependent plane of their own, but are m- 
timately connected with movements of the interest rate itself It 
is not necessary for the money rate to be raised to such stupend- 
ous heights at all , for the simple fact of the raising of the money 
rate will itself arrest the rising prices and slacken their pace The 
prices and the rate will then move convergently towards equili- 
brium, the new rate continually bringmg down the new prices 
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It can easily be seen that even if the suggested version of the '' real 
rate ” is steadied, it would be enough While, however, so small 
a change as is indicated by the revised version is sufficient perhaps 
to control prices, it is not certam that it is the rate which would 
maintam their stability B P Adarkab 


Benthamism and Protection 

The purpose of this short note is to turn the tables on the 
classical and neo-classical followers of Adam Smith They have 
all without exception advocated the free trade pohcy as the only 
one m harmony with the correct principles of pohtical economy , 
and this pohcy was identified with the classical doctrine to such 
an extent that its opponents had perforce to declare themselves 
enemies of the classical school m toto 

Yet the advocacy of the pohcy of free trade is not in perfect 
agreement with the fundamental postulates of classical economics 
The corner-stone of the classical doctrine is Jeremy Bentham’s 
fehcific calculus The calculus is exphcitly stated in the Fragment 
on Government , but it is contained, imphcitly, in all the works of 
Smith, Bicardo, Mill, and their successors According to the 
fehcific calculus man’s behaviour is determined by his measure- 
ment of the utihty of the several alternatives of conduct , and the 
dimensions of utihty are six, of which the four cardinal ones are 
multiphcative, the remaining subsidiary ones being additive or 
subtractive The modern names of Bentham’s four cardinal 
dimensions of utihty are Intensity, Duration, Probabihty, and 
Puturity ^ The subsidiary dimensions are Purity and Fertility 
The doctrine of free trade is based on the analysis of Intensity 
only Adam Smith is enunciatmg a half-truth when he says ^ 
“It IS the maxim of every prudent master of a family never to 
attempt to make at home what it will cost him more to make 
than to buy ” On utihtarian hnes, the prudent master of a family 
should ask all of the following six questions instead of only the 
first 

1 Is it cheaper to buy than to make *2 

2 Will the irksomeness of making last longer than the irk- 

someness of paying ^ 

3 Is it certain that the desired object will be always 

obtainable in the future if it is bought instead of made *2 

^ Cf John Ri Commons, Reasonable Value, mimeographed, Madison, 1924 
® Wealth of NaUons, Book IV, Chap u 
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4 Is it more expeditious to buy than to make ^ 

5 In how far is the advantage connected with buying as 

compared with making outweighed by the disadvantage 
of having to sell in order to acquire the means of 
payment ^ 

6 Will buying have the effect of increasing the future 

capacity to buy, just as making has the effect of 
increasing the future capacity to make 

The dimension of Probabihty is possibly the most interesting 
of the SIX It IS well known that foreign trade is more risky than 
domestic trade, being subject to a greater assortment of disturbing 
influences Undoubtedly, the pohcy of free trade, when successful, 
tends to increase the wealth of nations more than a pohcy of 
protection , but ought not the size of the factor of probability of 
success to be taken into account when the adoption of a trade 
pohcy is considered 

Adam Smith wrote the Wealth of Nations before Bentham had 
codified the basic principles of the classical analysis But it is 
astonishing that the bald acceptance of the free trade pohcy 
marred the work of all his successors, and especially that of 
Bentham himself It could be said, in extenuation of the attitude 
of the classical economists, that their thinking was on static lines, 
and that the possibihty of uncertainty is ruled out of the picture 
of static economy , but such a defence of the classical school would 
not be just to the defendant The classical economists considered 
dynamics as well as statics They were interested in practical 
legislation even more than in abstract theory 

List’s defence of Erziehungszolle ^ is qmte in accordance with 
Bentham’s defimtion of Fertihty New industries are to be pro- 
tected m order that they may develop to a point where they can 
withstand foreign competition The wealth of the nation will 
be impaired somewhat in the early stage of the growth of such 
industries, but the benefits derived from their existence will 
ultimately repay the costs and leave a net gam This process 
parallels the well-known example of the gourmand who under- 
takes the consumption of ohves, finding their taste httle to his 
liking at first, but hoping that ultimately he will enjoy them so 
much that bis initial suffermg will be more than repaid 

Carey’s objections to free trade ^ fall chiefly under the headings 
of Probabihty and Purity Free trade is harmful because it leads 

1 Das NaUonale System der JPoUtischen OeLononi'ie, Vol I 

2 Princ%ple8 of Social Science, Vol I, Chap ii 
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to the Centrahsation of production in a small number of geo- 
graphical areas a calamity such as a war or an earthquake or a 
pestilence may disrupt foreign trade, whereupon the importing 
countries will find themselves in dire straits As against Centrah- 
sation, Carey advocates Concentration, ^ e the pursuit of all 
branches of production in every geographical area Again, free 
trade is harmful because it prevents the inhabitants of a speciahsed 
geographical area from exercismg their innate talents m branches 
of production well suited to their aptitudes, but ill smted to their 
physical environment Thus, according to Carey, the pohcy of 
free trade infringes on the sway of the fundamental principles 
of Individuahty, Association, Responsibihty and Capacity for 
Progress 

Possibly all scientific criticisms of free trade which were ever 
made could be subsumed under one or more of the dimensions of 
utihty expotmded in Bentham’s fehcific calculus And since the 
fehcific calculus is the backbone of classical economics, the doctrme 
of protection is just as httle or just as much a part of the classical 
system as the doctrme of free trade It is a pity that the Pounders 
were not more careful in distingmshmg between theory and pohcy 
If they had been, their successors would have been spared the 
tumult of the battles of "‘free trade” and ^'protective” 
" theorists ” The problem of protection versus free trade is not 
a theoretical one The battles should have been waged between 
statisticians, pohticians, and other experts in questions of 
expediency, theoretical economists would have been well out 
of it 

Kabel P Pioek 


Stamford, New York 


Oeeicial Papebs 

Balances of Payments, 1931 and 1932 League of Nations 
London, Allen and Unwin Is 

Beceitt figures concerning the balance of international 
payments of various countries afiord some evidence of the effect 
of the depreciation of the gold value of currencies upon balances 
of international accounts (trade m goods and services, gold, 
long and short term capital transactions) Complete accounts 
for 1931 and 1932 are available for 18 countries, of which 9 had 
stable and 9 had depreciatmg currencies, the former recorded 
an active balance on account of goods and services of $288 million 
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in 1931 but a passive balance of $63 million in 1932, while the 
latter “ improved ” their balance by $534 milhon 

Moreover, there are signs that this movement has continued 
during 1933 In the course of the first nine months of that year, 
the gold and foreign currency reserves of the central banks in 
countries with depreciating currencies (not counting the Umted 
States) appear to have increased by over $500 milhon gold, while 
those of countries with stable currencies fell by a similar amount 
A redistribution of hquid assets between the two groups of 
countries is thus taking place Many countries with depreciated 
currencies buy gold or foreign exchange The funds which thus 
move in the direction of certain countries on gold are used by them 
to meet the deficit m their current mternational transactions 

Undoubtedly the changes thus taking place imply an adjust- 
ment of previous disequilibria , but there is a danger of develop- 
ments being carried beyond the point where normal economic 
relations between nations can be resumed and maintained 

One of the main achievements during this transitional period 
of adjustment, which now exceeds two years, is the equilibrium 
which a number of debtor countries have attained in their balance 
of payments and the ensuing improvement of their credit which 
has taken place without the help of foreign capital Many of 
these countries have been able to convert their outstandmg 
loans (domestic and foreign) and thus alleviate the burden of 
their debt {Commumcated ) 


World Production and Prices, 1925-1932 League of Nations 
London, Allen and Unwin 4^ 

The Economic Intelhgence Service of the League of Nations 
has pubhshed a substantial study of World Production and Prices 
(a continuation of the Review of World Production pubhshed last 
year) This study gives a general survey of the development 
of production of primary products (food-stufis and raw materials), 
and of the activity of the most important industries all over 
the world, supplemented by a short review of the changes in the 
quantum of international trade — and, fibaally, an analysis of the 
movements of prices on world markets and m various countries 
The study is set against the essential background of the years 
1925 to 1929, but stress is mainly laid on the developments of the 
years of world economic depression, 1930 to 1932 and, as far as 
the available information permits, the first months of 1933 

The foUowmg indices extracted from this pubhoation illustrate 
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the recent effects of world economic depression on the different 
branches of production and trade (average 1925—1929 = 100) — 



1929 

1930 

1 1931 

1932 

Total primary production 

106 

102 

98 

94 

Agricultiiral production 

104 

103 

103 

102 

Non-agricultural production 

114 

101 

86 

73 

Industrial activity 

111 

100 

90 

77 

Quantum of international trade 

111 

102 

93 

80 


The lowest point of the depiession in the world’s productive 
activity appears to have been passed about the middle of 1932 
Industrial production in general showed an upward tendency 
during the latter part of 1932 Towards the end of 1932 and in 
the course of the first quarter of 1933, however, a set-back was 
noticeable in a number of countries 

The fact that demand for most commodities has dechned 
more than their supply is disclosed by the heavy accumulation 
of stocks The fluctuations of these stocks throughout the period 
considered is analysed m two special sections which have been 
added to the volume It may be stated roughly, that 1932 was 
the fi.rst year since 1925 when current production did not exceed 
current consumption 

The indices of the quantum of trade, given for purposes of 
comparison, show that world trade m both primary and manu- 
factured goods considered separately has diminished more than 
world production of these two groups of commodities 

The chapter on price movements forms a natural corollary 
to the analysis of changes m production Here attention is 
particularly directed to the course of prices smce the widespread 
abandonment of the gold standard towards the end of 1931 
It is shown that the rapid fall m gold prices continued practically 
without interruption until the middle of 1932 After a sharp 
upward movement following the Lausanne Conference, most 
price indices fell again during the last two months of 1932 and 
the greater part of the first quarter of 1933 In March 1933, 
prices in most countries stood at their lowest point of the depres- 
sion The abandonment of the gold standard by the United 
States, however, caused another upward tendency 

The price discrepancies between various groups of products 
continued to be aggravated durmg the course of 1932 Agricul- 
turists have been affected with special severity by the fall in 
prices, as the goods they sell have fallen more in price than the 
goods they buy The terms of trade have turned sharply against 
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States exporting crude food-stuff s and raw materials and import- 
ing fimshed products The discrepancies between wholesale 
and retail prices have persisted, and, contrary to most previous 
experience, mvestment goods have fallen less in price than con- 
sumption goods {Gommumcated ) 

Current Topics 

The Annual General Meeting of the Society, held in the London 
School of Economics on April 20, was made an occasion for 
entertaining the members of the International Statistical Institute 
who were present in London for their own London Meeting and 
for the centenary of the Royal Statistical Society Members of 
the Society entertained the members of the International Statis- 
tical Institute at tea at 4 15, when a large attendance was 
present Subsequently Professor Edwin Caiman dehvered his 
Presidential Address on The Puture of Gold in relation to 
Demand,’’ which is printed at the beginning of this issue of the 
J ouRNAL The Society then proceeded to the formal business of 
the year, after which a dinner was arranged for members of the 
Society and their friends, at which 136 were present, followed by a 
special performance of Pallet at Sadler’s Wells Theatre This 
performance was specially arranged for members of the Royal 
Statistical Society, for the International Statistical Institute, 
and for members of the Royal Economic Society and their friends, 
of whom between 600 and 700 were present in all. The perform- 
ance included Tschaikovsky’s Casse Noisette and Vaughan 
Williams’ Joh (to designs after WiUiam Blake) Members of the 
Society were particularly pleased to have Mrs Alfred Marshall 
amongst them both at the Annual Meeting and the subsequent 
gatherings 

The Report of the Society for the year 1933 showed an 
ordinary income of £4,767 I 65 \0d and £660 95 lOd in receipts 
from hfe compositions The excess of income over expenditure for 
the year, together with receipts from compounders, came to £750 

The Secretary reported that 423 new Eellows and Library 
members had been elected during the year, bringing the total 
membership of the Society to 4,414, includmg 938 compounders, 
as compared with 4,374 last year, 2,875 m 1927, and 694 m 1914. 
Professor Canaan was re-elected President of the Society for a 
third term, and Sir H Llewellyn Smith was added to the list of 
the Society’s Vice-Presidents 
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Proeessor D H Macgbegor lias resigned, as from the 
pulDlication of this issue, the joint editorship of the Economic 
JoTTBNAii, which he has held since the death of Professor Edge- 
worth m 1926 The Council have decided to revert for the present 
to a sole editorship-in-chief of the Journal, which will he held by 
Mr J M Keynes , and they have appointed as assistant editor 
Mr Austin Kobmson, Eellow of Sidney Sussex College, Cambridge, 
Umversity Lecturer in the Faculty of Economics and lately 
Secretary of the Faculty Board 


The following have been admitted to membership of the 
Royal Economic Society — 


Agarwala, Dr B S 
Barry, R Smith 
Beale, L B 
Benzie, J M 
Bryan, WOE 
Campbell, I B 
Chang, C C 
Clappe, N 
Clark, Prof G N 
de Beer, J J 
Grundwald, Dr K 
Grundy, J S 


Haynes, W 
Heptinstall, R H 
Hofiman, H R 
Jeno, Dr A 
Kwapong, E A 
Landau, M A J 
Loewi, G F 
Maxton, J P 
Mitra, C C 
Mukerjee, H 
Kathan, Dr O 
Kyilassy, W T G 


Osborn, Sir Francis, 
KBE , CB 
Parker, F E 
Poojara, C M 
Pratt, T A 
Pun, A S 
Shakespeare, P C 
Tongue, W F 
von Zeuner, F H 
Wharton, L E 
Wilson, F S 


The following have compounded for hfe membership of the 
Society — 


Kapadia, Dorab B 
Maru, A H 
Mighorisi, F 
Reis, F T de Souza 


Van der Horst, S T 
Wheatcroft, Miss M 
Yu, T Y 


The following have been admitted to Library membership of 
the Society — 

De Javasche Bank, Amsterdam 

Department of Finance, The Hague (Composition for 
fifteen years’ subscriptions ) 

Director of Statistics, XJmted Provinces, Cawnpore 
John Winthrop House Library, Cambridge, Mass 
Tokyo IJmversity of Commerce Library 
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Db James Bonab sends the following addenda to his Cata- 
logue of the Library of Adam Smith — 

The appearance in 1932 of the 2nd edition of the Catalogue 
of the Library of Adam Smith has had the same fortunate effect 
as followed the 1st edition in 1894, several more books bearing 
the name-plate of Adam Smith or otherwise authenticated as 
his ” have been reported to the editor Such are — 

The History of Mankind, by James Dunbar, 1780 Owner, Mr 
J A Petrie of Edinburgh, 1933 

Life of Pythagoras, and two other hves, by lambhchus, quarto, 
Kuster, Amsterdam, 1707 Owner, Mr Ed Marshall, 
informant, Dr Piero Sraffa, 1933 
Ancient Inhabitants of the Northern Part of Great Britain and 
Scotland [esp the Piets], by Eather Innes [Thos Innes, 
M A , of the Scotch College at Pans] , two volumes, octavo, 
calf London, 1729 Owner, Prof W P Scott of Glas- 
gow, 1932 

Isocrates — Aoyot aTravr^s Kal eTnaroXai Basel, Guarmus, 1571 
Owner, Mr G F Shove, Cambridge, 1932 
Recherche de la Verite, by Malebranche (Father) Nicolas The 
first only out of three volumes, of the 3rd edition, revised 
and enlarged Pans, Pralard, 1678 [The 1st edition is of 
1674] Presented to Glasgow Umversity Library by Dr 
Stephan Bauer, 1932 

The book-plate is high placed, as in Scot’s Swaggering 
State of the Scots Statesmen (Catalogue, p 164), now recovered 
and owned by Glasgow Umversity Library, its date of first 
printing now shown to be 1754, not 1750 
History of the late Minority during the years 1762-5 Prmted 
first in 1765 and reprinted by John Almon with additions 
in 1766, pp 332 London [Anon], 8vo, old calf Seen by 
Mr Henry Higgs m a bookseller’s catalogue of 1933 


The British Association is to meet this year in Aberdeen from 
September 5 to 12 Professor H M Hallsworth will preside over 
Section F (Economic Science and Statistics) and will dehver 
his presidential address on “ The Future of Pail Transport ” on 
Friday, September 7 An important discussion on '' Economic 
Plaiming ” has been arranged for Monday, September 10, which 
will be opened by Professor D H Maegregor and summed up by 
Sir Josiah Stamp Among those who have promised to parti ei- 
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pate in tMs discussion are Professor Alexander Gray and Professor 
W. F. Brack. The session on Thursday, September 6, is to be 
devoted entirely to Scottish economic problems, and in this the 
contributors will be Dr. Hamilton on Organisation of the Fishing 
Industry ” ; Mr, W. H. Marwick on '' The Economic Development 
of Victorian Scotland,'’ and Mr. E. D. McCallum on '' Recent 
Economic Changes in Scotland.” 

Among other papers which have been promised there may be 
mentioned those of Professor F, W. Ogilvie on '' The Significance 
of International Trade Accounts ” ; Professor Brack on Risk 
and its Significance in Modern Economy ” ; Mr. J. K. Eastham 
on some aspects of Regulated Marketing; Mr. R. B. Bryce on 
“ The Wheat Problem,” and Mrs. Cartwright on Statistical 
Investigations into Industrial Fluctuations. 

In the afternoons special sessions are to be arranged on 
industrial problems, including a session devoted to the dis- 
cussion of The Need for a Technique of Economic Change ” 
which will be opened by Sir Josiah Stamp. Further particulars 
of the arrangements can be obtained from the Recorder of the 
Section, Dr. K. G. Fenelon, College of Technology, Manchester 1. 


In the Catalogue recently circulated to members of the Royal 
Economic Society particulars were given of the publications of 
the New York National Bureau of Economic Research, which had 
been published and were available on special terms to Members of 
the Royal Economic Society. It is now possible to add a further 
volume to this list, namely ; — 

German Business Cycles, by Dr. Carl.T. Schmidt, pp. 283, 
8 charts, 20 tables. Published at $2.50 — available to members of 
the Royal Economic Society at Is, 6c^. 

Applications for this volume, as for other publications in the 
list lately circulated, should be sent, accompanied with a re- 
mittance, to Mr. S. J, Buttress, 6 Humberstone Road, Cambridge. 



RECENT PERIODICALS AND NEW BOOKS 


Jourml of the Royal Statistical Society 

1934 Part I On some points relating to Vital Statistics, more 
especially Statistics of Occupatioml Mortality G U Yxjlb The 
Interpretation of the Statistics of Unemployment J A Dale 
Recent Advances in Mathematical Statistics J 0 iKwm Indian 
Agricultural Statistics H Sinha 

Economica 

February, 1934 (New Senes, No 1) Some Aspects of the American 
Recovery Problem W Beveridge On Mediaeval History as a 
Social Study E Power The Economic Theory concerning 
Patents for Inventions A Plant A Reconsideration of the Theory 
of Value Part I J E Hicks The Role of Time in Economic 
Theory P N Eosenstein-Eodan 

International Labour Review 

February, 1934 The Development of the Two-Shift System in Great 
Britain H M Vernon Social Insurance Medical Services A. 
Tixier Forest Camps for Unemployed Young Men in the U S 
H Dubreuil The Recent Evolution of Trade Unionism in the 
USSR 

March, 1934 The Regulation of Collective Employment Relations in 
Agriculture in Italy B Biagi Collaborakon between Placing and 
Unemployment Insurance Institutions M Schoeler Invalidity, 
Old-Age, and Widows' and Orphans' Insurance at the Seventeenth 
Session of the International Labour Conference I 

April, 1934 The New German Act for the Organisation of National 
Labour (Ed ) Some Problems in the Construction of Index 
Numbers J Lindberg Invalidity, Old-Age, and Widows' and 
Orphans' Insurance II The Codes of Fair Competition in the 
United States 


Population 

February, 1934 Population Changes in England and Wales Families 

and Dwellings 1921-1931 E C Ehodes The History of 
Longevity in the United States L I Dibdin and A J Lotka 
Racial and Social Problems in the Light of Heredity R E Gates 
The Concept of an Optimum in Population Theory L M Fraser 
A Note on the Population of Egypt M El-Darwish and El-s 
Ami Migration in the Twentieth Century J Coatman Organisa- 
tion for Research in Population H P Fairchild Some Studies 
in Vital Statistics in Villages in Jugoslavia 0 Lodge 
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Review of Economic Statistics 

Febbuart, 1934 General Economic Conditions in the United States 
(Editorial ) British and French Economic Conditions Gold and 
Prices {Statistical Tables) 

Review of the Year 1933 J B Htjbbabi) and W L Crum 
The Automobile Industry F L Hayforu Devaluation C J 
Bullock 

Quarterly Journal of Economics 

February, 1934 Labor under the German Republic W T Ham 
Guaranty of Deposits under the Banjcing Act of 1933 G Emerson 
The Price of Silver and Chinese Purchasing Power T J Kjreps 
Prices under Competition and Monopoly some Concrete Examples 
V A Mund Adam Smithy America, and the Doctrinal Defeat of 
the Mercantile System C R Fay Professor Chamberlin's 
Theory of Limited Competition A J Nichol 

Journal of Political Economy 

February, 1934 John Laurence Laughhn, 1850-1933 J U Nee 
Agricultural Credit Legislation of 19ZZ H H Preston and V W 
Bennett Economic Evolution Dialectical and Darwinian 
A L Harris A Re-Appraisal of Cournot's Theory of Duopoly 
Price A J Niohol The Emergency Road Transport Act of 
1933 B. W Harbeson 

April, 1934 The Failure of Monetary Policy to prevent the Depres- 
sion of 1929-32 L Currie Business and the Law M W 
Watkins Inflation and Enterprise in France, 1919-26 M J 
Wasserman Worhmen's Compensation Experience in Ohio during 
the Depression L Levine Robinson's Economics of Imperfect 
Competition J A Schumpeter and A J Niohol 

American Economic Review 

March, 1934 Liberal Theory of Constructive Statecraft A P Usher 
Economics and the National Recovery Administration J M 
Clark Budget Balancing and Economic Stabilisation J B 
Canning and E G Nelson Emergency Budget of the US 
J W SuNDELSON Concentration of Economic Power W L 
Crum 

Supplement Papers and Proceedings of the Forty-Sixth 
Annual Meeting of the American Economic Association The 
History of Recovery W L Thorp Public Utilities in the De- 
pression E W Morehouse, and others The Transportation 
Problem H G Moulton, and others Marketing under Recovery 
Legislation R S Vailb, and others Economics of the Recovery 
Act J Dickinson, F A Fetter, and others Measurement of 
Unemployment M H Givens, and others Banking and 
Monetary Legislation E W Kemmerer, and others The 
Rehabilitation of Agriculture H Wallace, and others Public 
Finance in the Depression F R Fairchild, and others Un- 
employment and Public Works S H Slighter, and others 

Annals of the American Academy of Political and Social Science 

January, 1934 Banking and Transportation Problems The first 
Part deals with reforms in the American Banking System, under 
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the titles of Commercial Banking, Investment Banking Reform, 
The Place of the Federal Reserve System, and Problems of Monetary 
Policy The second Part deals with The Railroads, The Water- 
ways, The Pi]oe Lines, and The Highways By various authors 

Mabcbc, 1934. Towards National Recovery , a resume of the Work of the 
National Recovery Administration, with special reference to 
Business, Labor, and the Consumer By various authors 

Wheat Studies 

(Food Kesearch Institute, California ) 

Febbuary, 1934 Price Relations between May and New-crop Wheat 
Futures at Chicago since 1885 

MARoh Environment, Heredity and Wheat Quality Climate is more 
important in determining wheat quality than soil or wheat 
variety 

Revue d^JSconomie Politique 

November, 1933 Le prohleme autrichien V Kienboeck Du 
monopole bilateral F Zedthen Les emissions Temprunts au- 
dessous du pair A Marchal 

January, 1934 La place rationelle des syndicate dans les societes 
modernes L de Brouckere Fluctuations economiques et 

rendements fiscaux H Laueenburgeb La crise socialiste et le 
“ neo-socialisme ” E Laskxne Une innovation dans le commerce 
de detail les magasins d prix uniques R Picard Les inves- 
tissements dans Veconomie capitaliste et dans Veconomie planifiee 
R Mosse 

Journal des JSconomistes 

January, 1934 L' Industrie lainiere R J Pierre 
Schmollers Jahrbuch 

February, 1934 Theoretische Bemerhungen zum nationalsozialis- 
tischen W irtschaftsprogram C Brinkmann Freedom and the 
sense of value Freedom of competition and exploitation of the 
conjuncture From the class -war to the struggle for existence 
Einige Bemerhungen uber das Fur und Wider in der Problematik der 
Konjunkturbarometer O Weinberger A discussion, based on 
R G-ater’s criticism of the barometer of the Harvard Institute, 
of types of economic barometers, choice of range, definition of 
trends, causahty and correlation Organisierter Kapitalmarkt G 
Berkenkope The necessity of orgamsation, criticism of some 
schemes of reform, especially of nationahsation , the faults of the 
present structure, and proposals for a new method Bevolkerungs- 
gang und Landwirtschaft im ausgehenden Mittelalter im Lichte der 
Preis- und Lohnbewegung W Abel Wirtschaft und Wissen- 
schaft K Diehl An account and critical estimate of the 
fundamental ideas of the work of Gotti. 

Zeitschrift fur Nationalokonomie 

March, 1934 Wie konnen unmessbare psychische Grossen in das 
Gleichungssystem des wirtschafthchen Gleichgewichts eingefuhrt 
werden ? A Dllimovic The author analyses the traditional 
No. 174 VOL XLIV A a 
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equations of the equality of elementary and weighted margmal 
utihty by the aid of which the subjective factor is mtroduced into 
the equations of equihbrium He argues that these equations are 
founded on two unreal assumptions — ^Srst, the indefinite divisibility 
of economic goods, second, the measurabihty of margmal utility 
In his view, file “conditions of maximum satisfaction” take the 
place of the traditional equations “ Federal Reserve Act ” und 
die amerikanische WahrungspohUk A Cabiati A review of 
Laughhn’s book, contmumg up to the present the exammation of 
the mam problems Die zeztliche Determinierung des Konjunktur- 
bruches V Bloch An exammation of the problem of the 
moment of reversal of the up-swmg of the cycle Uber eine 
Methods zwr Berechnung der Elastizitat der Nachfrage und die Ki itik 
Prof Amorosos daran H Schultz A detailed explanation of 
the method of findmg functional relationship, not between absolute 
prices and quantities, but between relative changes in them Zur 
Lohntheorie und Zinstheorie E van Geneohten Zur Methodo- 
logie der Sozialwissenschaften E, EIauemann 

W eltwirtschafthches Archiv 

March, 1934 Zur Psychologic der W eltwirtschaft und ihrer Krisis 
E WiSKEMANN The crisis mdicates a world change m psychology 
and sentiment The author analyses the basis of economic and 
world-economic confidence He also traces the psychological 
background of the politico-economic evolution of the mneteenth 
century, especially in England and Germany An economy of the 
former kmd cannot be restored Der Donauraum in der Welt- 
wirtschaft E Hantos Der Automatismus der Goldwahrung 
B Eossati The author seeks to prove that the automatism of 
the gold standard was never a reality He argues this by examma- 
tion of the elements of time, credit, the quantity theory, and the 
“ passive ” role of central banl^s 

South African Journal of Economics 

March, 1934 Economic Method and the Conception of Competition 
W H Hutt The World Agricultural Crisis S D Neumark 
Tariffs and Economic Nationalism T O Williams Building 
Society Finance J J I Miudleton 

The Sociological Review 

April, 1934 The Future Population of Great Britain G C Ley- 
bourne 


The Ceylon Economic Journal 

December, 1933 The Shipping Conferences and the Deferred Rebate 
System in Ceylon M Eebnando Argues that the Ceylon 
Shippmg Conference has obtained a strangle-hold over the 
destmies of the island, which is a serious menace , and that the 
Government should illegalise the deferred rebate, as m Austraha 
and the United States Four Years of the Depression B B Das 
Gupta Shipping Economics and some Aspects of Indo-Ceylon 
Tiade H M Desai Economic Problems of Democracy N M 
Perera Indo-Ceylon Tariff References B B Das Gupta 
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Kyoto Umvershty Econormc Review 

December, 1933 On the Textiles Consumption Tax M Kambe 
Saving as the Costless Process Y Takata The Commoner Class 
of the Tokugawa Period E Hon jo The Meaning of the Theory 
of Value in Theoretical Economics K Shibata 

Index (Stockliolm) 

February, 1934 The Development of Sweden's Foreign Trade and 
Shipping in 1925-1933 

March, 1934 Certain Aspects of World Trade in Graphic Form 

April, 1934 Swedish Economic Conditions since 1925, in Graphic 
Form 

Monthly Bulletin on Economic China 

January, 1934 Land Tax in Chehiang F D Ho Economic 
Statistics in China H D Fong Statistical Appendices 

De Economist 

ISTovEiMBER, 1933 Het loononderzoeh van het Centraal Bureau voor de 
Statistiek H J Polak The Central Bureau for Statistics has 
issued a report on the influence of wages on cost of production 
Statistics always appear too late, especially those resulting from a 
special mquiry But it does not follow that they are useless , they 
may be applied to another problem In the present case, the 
problem which led to the compilation of these statistics is, for 
various reasons, no longer urgent , but the analysis of costs, etc 
may be apphed to the question of devaluation The figures m the 
report relate to 1929 , they are here adjusted to 1933, and there- 
after the effects of a 25 per cent devaluation are considered on the 
costs of a number of industries These are building, milk 
products, bread, sugar, pork, potatoes and vegetables, clothes, shoes 
and electricity In conclusion, assemblmg the various results, the 
efiect of a 25 per cent devaluation on the family budget is con- 
sidered It IS suggested that such a devaluation would not result 
in a rise of more than 5 per cent m the cost of livmg Industrieele 
credietverleening in Groot-Brittannie J W Th Cohen Stuart 
A discussion of recent developments m the relations of the bankmg 
system to mdustry m Great Britam, with special reference to the 
Securities Management Trust and the Bankers’ Industrial Develop- 
ment Company 

December, 1933 Vrouwenarbeid in crisistijd Anna Polak In 
connection with an article by Marguerite Thibert, m The Inter- 
national Labour Review, the writer discusses the effects of the crisis 
on the employment of women Unemployment statistics, whether 
from oj6S.cial sources relatmg to unemployment msurance or from 
Trade TJmons for various reasons fail to give a satisfactory answer 
to the question of the relative extent and increase of unemploy- 
ment among men and women In explammg why statistics are 
unrehable on this pomt, it is claimed that unemployment among 
women may be presumed to be greater than is revealed by 
statistics A wide survey of available information relatmg to most 
European countries is given, and on the two pomts more specifically 
raised it is claimed that (i) unemployment is not to be attributed 
to women’s work, and (ii) the prohibition of women’s work would 

A A 2 
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be economically and morally disadvantageous rather than 
advantageous for manlond Dr Emile Vermers^ berehemng van 
ons volhsvermogen D IT Timmeb A criticism of the calculations 
with regard to the national wealth and the indebtedness of mdustry 
made by Br Verviers m his article m the May number While the 
writer does not question the serious position of the “ undertaking 
classes,” he argues that Dr Verviers’ calculations cannot be 
accepted as accurate 

January, 1934 Is de revalorisatie van zilver mogelijJc ^ W J L 
VAN Es On the relation of silver and gold The writer argues 
that the value of gold is affected by its use as cover ” {dehking), 
and that this use impairs the functioning of gold as a standard 
The influence which the mmimum cover ” has on gold varies 
accordmg to the economic ebb or flow At no time since 1929 has 
gold been stable in value The cause lies in the use of gold as cover, 
which mtroduces an element wholly alien to the nature of a 
standard In discussing gold, figures are given, showmg an 
abnormal proportion sterihsed in 1928 Debtors failed, m search 
of gold, which they themselves and the creditor states had 
sterihsed Revalorisation of silver is an impossibility unless 
sterile gold is brought forth to fulfil a useful function, or unless 
silver IS admitted in full measure as cover Stimulation of coinage 
of silver token currency, and mcrease of silver content would be 
too small and too slow a progress to raise the value of silver 
It is necessary to consider whether the changed price of silver is 
due to a change m the margmal value of gold or of silver It is 
argued that the marginal utihty of silver has not really changed 
It IS not revalorisation, but reappreciation that is required The 
word revalorisation ” is a cause of misunderstandmg De huiten- 
landscTie schulden van Duitschland H C Strohmayer An 
estimate and an analysis of German foreign indebtedness, arranged 
imder nature of debts, creditor countries and payments due to 
various countries 


Giornale degli Economish 

December, 1933 La crisi del dollaro G del Veochio Havmg 
regard to the unsound mdustrial and financial pohcy pursued by 
the XJmted States prior to 1929, and to the disastrous period of 
deflation which has succeeded, it may well be that measures of 
inflation represent at the present time a lesser evil than the con- 
tmued process of shrmkage of the national mcrease and increase 
m the burden of debts I due tipi fondamentali di indagine nelV 
ambito deir economia finanzana R Eubini jSui metodi per lo 
studio della feconditd dei matrimom G Moetara Impressiom 
su alcuni aapetti delV %ndustria britanmca 0 Pagni Some 
impressions derived from a visit to a number of centres of British 
mdustry 

January, 1934 DelV automatismo economico al corporativismo B 
Biagi I problewn delV esportazione e della politica commerciale 
Senator A Asquini, who is Under-Secretary of State for Corpora- 
tions, contends that the only hope of mcreasmg the possibihties of 
export hes in bilateral commercial treaties combmed with adher- 
ence to the most-favoured-nation clause The Ottawa conven- 
lions, which discrimmate agamst Italy, raise the question whether 



1934] 


BECENT PEEIODICAES AKD NEW BOOKS 


357 


it Will be possible to contimie to extend the benefit of most- 
favoured-nation treatment to the British Empire The quota 
method is unsound both m principle and practice, and the most 
effective way of stimulating the export trade is to reduce costs of 
production Bi alcum effetU finanziari ddV ammortemento del 
debvto ^uhhhco E D’Albergo A lengthy article deahng in 
considerable detail with the alternative methods of reducmg or 
extmguishmg the public debt by means of a capital levy or by a 
sinkmg fund spread over a long term of years The writer criticises 
certam of the views of Professor Pigou on this subject La 
corjporazione G- Bassani 

Febetjaby, 1934 Nuovi dat% sulla nataUtd %n Italia G Mobtara 
I codici ” delV industria nord-americana di leale concorrenza 
{fair play) F Luzzatto Cenni di teona della politica economica 
A Breglia Ancora in tema di curva di domanda V BoMiNADd 

La Riforma Sociale 

Janxjary-February, 1934 Per la represa delle esportazioni Senator 
G Agnelli, the President of the Fiat Company, argues that 
attempts to stimulate exportation by further lowermg wages or 
by devaluating the lira are undesirable He would constitute 
what would be in effect a state monopoly of exportation and 
importation, operated through the machmery of the Corporative 
organisation of the State Exports would be sold at world 
market prices, but imports would be sold to Itahan consumers at 
prices sufficient to enable exporters to receive a subsidy equal to 
the difference between export-prices and costs of production 
mcludmg a fair profit Debiti L Einaudi An attack on the 
monetary policy recently advocated by Professor Irvmg Fisher 
in his article The Debt-Deflation Theory of Great Depressions/^ 
pubhshed m Econometrica, October 1933 50, o 60 ^ Nel centarw 

di vita del dollaro Professor A Cabiati contmues his destruc- 
tive criticism of American monetary pohcy Banche d^emi&sione 
e banche libere {in tema di divagaziom bancarie M Mazztjcchblli 
In dennizzo al conduttore migliorante A Loria A plea for com- 
pensation for improvements for tenant farmers U till da acquisto 
di aziom proprie V S Mangano II prohlema della montagna — 
Evoluzione e crisi delV economia rurale appenninica M Bandini 
I pensionati dello Stato F A Bepaoi 


NEW BOOKS 

Abbati (A H ) Unclaimed Wealth Utihsation Committee, 
Geneva Economic readjustment m 1933 the third series of BuUe- 
tms P S King Pp xm + 102 6s 

Ashton (T S ) Economic and Social Investigations m Manchester, 
1833—1933 a Centenary History of the Manchester Statistical Society 
P S King 8Y Fp xii-f 179 6s 

Briggs (M ) and Jordan (P ) Economic History of England 
University Tutorial Press 7J" Pp xii ■+ 524 9s 6d 
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Bbodriok (J ) The Economic Morals of the Jesuits Oxford 
University Tress 8J" Pp 158 5s 

Cole (G D H ) Studies in World Economics Macmillan Sy' 
Pp vu + 285 12s 6d 

Dalton (H ), Thomas (B ), Reedman (J N ), Htjohes (T J ), 
and LEANXNa (W J ) Unbalanced Budgets a Study of Financial 
Crises m Fifteen Countries Routledge SJ" Pp xi + 468 15s 

Davies (D J ) The Economic History of South Wales prior 
to 1800 Cardiff Umversity of Wales Press Board Pp xi + 

171 8s 6d 

Dookeb (F j ) Douglas Delusions a critical examination 
of the Douglas Credit Proposals Sydney, NSW Angus and 
Robertson (London Australian Book Co ) 7^" Pp vi + 244 

4s 6d 

Dtjbey (D S ) and Agrawal (S L ) Elementary Statistics for 
Indian Students Vol I Allahabad The Indian Press 81-" 
Pp 336 Rs 8 

Ditnkman (W E ) Qualitative Credit Control London, P S 
King 8" Pp 345 15s 

Einzig (P ) The Economics of Rearmament Kegan Paul 7J" 
Pp 179 6s 

Fellner (F V de) Commumcations in the Far East P S Kang 

Sy Pp 362 155 

Ford (P ) Work and Wealth in a Modern Port an economic 
survey of Southampton Allen and Unwin 8 j-" Pp 223 10s 6d 

Gifford ( J L K ) The Devaluation of the Pound P S King 
7i" Pp viii +114 5s 

Grant (I F ) The Economic History of Scotland Longmans, 
Green Pp 295 5s 

Harris (H L ) The Economic Resources of Australia Sydney, 
NSW Angus and Robertson (London Australian Book Co ) 
7i" Pp 125 3s 

Henderson (W O ) The Lancashire Cotton Fanune, 1861-1865 
Manchester Umversity Press Pp xii + 178 8s 6d 

Hollis (C ) The Breakdown of Money an historical explanation 
Sheed and Ward 6" Pp 232 4s 6d 

Isles (K S ) Wages Pohcy and the Price Level P S King 
6" Pp 256 9s 

London School of Economics A London Bibliography of the 
Social Sciences bemg the subject catalogue of the British Library 
of Political and Economic Science at the London School of Economics, 
the Goldsmiths’ Library of Economic Literature at the Umversity 
of London, the Libraries of the Royal Statistical Society and the Royal 
Anthropological Institute, and certam special collections at Umversity 
College, London, and elsewhere First supplement, contaimng the 
additions to the Libraries named above, 1st June, 1929, to 31st May, 
1931 London L S E 10" Pp xii + 596 

Marquand (H a ) Industrial Relations in the Umted States 
of America Cardiff Umversity Press Board 7J" Pp ix + 105 
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Mobgan-Webb (Sir C ) The Rise and Fall of the Gold Standard 
Allen and Unwin ly Pp 187 5s 

Mxtrphy (J T ) Preparing for Power a critical study of the 
history of the British working-class movement Jonathan Cape 
lY Pp 290 65 

ISTadleb (M ) and Bogen (J I ) The Banking Crisis the end of 
an epoch Allen and Unwin 7J" Pp 210 65 

New Survey of London Life and Labour Volume VI, Survey of 
Social Conditions, (2) The Western Area (Text) Pp xv -f 468 
175 6d Volume VII, Survey of Social Conditions, (2) The Western 
Area, Maps 175 6d PS Kong 8^^' 2 vols 

Obton (W a ) Prelude to Economics Pitman 6" Pp 285 
55 

Page (F M ) The Estates of Crowland Abbey a study in Manorial 
orgamsation Cambridge University Press 8|^" Pp xiv + 462 
2I5 

Paish (F W ) and Schwartz (G L ) Insurance Funds and 
their Investment P S King 7J" Pp x + 117 45 6d 

Pltjmmeb (A ) International Combines m Modern Industry 

Pitman Si" Pp 191 Is 6d 

PoBTUS (G V ) Australia an economic interpretation Sydney, 
NSW Angus and Robertson (London Australian Book Co ) 
•7i" Pp 104 35 6d 

Ray (P ) India’s Foreign Trade since 1870 Routledge 8J" 
Pp xviii + 300 125 6d 

Robertson (C J ) World Sugar Production and Consumption 
an economic -geographical survey John Bale Sons and Danielsson 
7i" Pp 142 55 

Stevenson (E F ) Unemployment Relief the basic problem 
Allen and Unwin 7|" Pp 284 65 

Thomas (S E ) The Rise and Growth of Joint Stock Bankmg 
VoJ I (Britain to 1860) Pitman 9" Pp vm + 689 205 

Todd (J A ) The Marketing of Cotton, from the Grower to the 
Spinner Pitman 8^' Pp xi + 250 IO5 6d 

White (A B ) The Nationalisation of Banking Allen and 
Unwin, and the Fabian Society 7J" Pp 74 I5 6d 

Wilson (R M ) Promise to Pay an inquiry into the principles 
and practice of the latter day magic called sometimes high finance 
Routledge 7Y Pp 1^8 35 6d 

WoLEENDEN (H H ) Unemployment Funds a Survey and a 
Proposal Toronto, Macmillan 8J" Pp xvm -j- 229 

American. 

Adams (A B ) Our Economic Revolution University of 
Oklahoma Press 9" Pp 196 $1 50 

Beard (C A ) and Smith (G H E ) The Future Comes a 
Study of the New Deal Macmillan 5" Pp 178 5s 

Bond (B W ) The Civihsation of the Old North West Mac 
millan 7" Pp 543 155 
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Bowman (K, T ) A Statistical Study of Profits Philadelphia 
University of Pennsylvania Press 9" Pp 322 $3 

BtTBNS (N ) The Tariff of Syria, 1919-1932 American Press, 
Beirut 8" Pp 317 

Chase (S ) The Economy of Abundance New York and London 
Macmillan 7f'' Pp 327 85 6d 

Chbadee (J B ) and others No More Unemployed Norman, 
Umversity of Oklahoma Press 7f " Pp 124 $1 50 

CiiAY (C M ) The Mainstay of American Individualism a 
Study of the Farm Question Macnullan 6" Pp 269 105 6d 

Copeland (M T ) International Raw Commodity Prices and the 
Devaluation of the Dollar Boston Harvard University Craduate 
School of Busmess Admimstration 11'' Pp 69 $2 

Current Problems in Pubhc Finance Lectures delivered at the 
National Conference on the Relation of Law and Business, held under 
the auspices of the School of Law and the School of Commerce, Accounts 
and Fmanoe, New York University Chicago Commercial Clearing 
House Inc 9J" Pp 391. 

Deaeino (C ) and others The ABC of the N R A The Brookings 
Institution 6" Pp 185 $1 50 

Douglas (P H ) The Theory of Wages New York and London, 
Macmillan 9^" Pp xx + 639 205 

Dulles (E L ) The Dollar, the Franc, and Inflation New York 
and London Macmillan 7J" Pp 106 5s 

Filipbtti (G- ) Scientiflo Management an aid to mdustrial 
control Mmneapohs University of Minnesota Press 9J" Pp 58 
50 c 

Fisheb (I ) Mastering the Crisis , with additional chapters on 
stamp scrip London Allen and Unwin 7^" Pp 168 5s 

Fobeman (C ) The New Internationalism New York, W W 
Norton & Co 8" Pp 154 $1 75 

Fry (C L ) The Techmque of Social Investigation New York 
and London, Harper Bros 8" Pp 315 $2 50 

Garis (R L ) Prmciples of Money and Credit New York and 
London Macmillan SJ" Pp 520 105 

Hoyt (H ) 100 Years of Land Values m Chicago University 

of Chicago Press 7" Pp 519 22s 6d 

Lane (F C ) Venetian Ships and Shipbuilders of the Renaissance 
Johns Hopkms Press 8" Pp 285 $3 50 

Macdonald (W ) The Menace of Recovery New York and 
London 7J" Pp 401 105 

Mooney (J D ) The New Capitahsm Macmillan 8" Pp 229 
155 

Orohabd (D j ) and May (G ) Moneylending in Great Britain 
New York Russell Sage Foundation 9" Pp 185 $2 

Rowe K W ) Mathew Carey a Study in American Economic 
Development Johns Hopkms Press 8" Pp 140 $1 25 

Schmidt (C T ) German Busmess Cycles, 1924-1933 New 
York National Bureau of Economic Research 9" Pp 283 
$2 50 ^ 
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Sprague (O M W ) Recovery and Common Sense The Bodley 
Head 6" Pp 96 35 U 

Stone (R G ) Hezekiah Hiles as an Economist Johns Hopkins 
Press 8" Pp 137 $125 

Terborgh (G ) Price Control Devices in N R A Codes The 
Brookings Institution 6" Pp 45 50 c 

The Mineral Enquiry Elements of a National Mineral Policy 
New York Pp 162 $125 

Vanderlip (FA) To-morrow’s Money a Financial Program 
for America New York Reynal & Hitchcock Pp 228 

$2 

Warner (K O ) An Introduction to some Problems of Australian 
Federalism a study of the relationship between the Australian States 
and the Commonwealth, with special relation to finance University 
of Washington Press 9" Pp 312 

French. 

BE Leener (G ) Ea politique commerciale de la Belgique Pans 
Sirey 8" Pp 85 N p 

Dubreutl (H ) Employeurs et Salaries en France Alcan 
9" Pp 455 40 fr 

Duputt ( J ) De I’Utilite et de sa Mesure ificrits Choisis et 
Republics par Mario de Bernardi Preface par Luigi Emaudi Turin 
la Riforma Sociale 10" Pp 228 40 lire 

Lakhovsky (G ) Le racisme et Torchestre umversel. Alcan. 
7i" Pp 155 15 > 

MIiquet (G ) Les Le 9 ons du Plan Qumquenmal Pans Alcan 
5" Pp 250 15 fr 

Rosenstock-Eranet (L ) L’^conomie corporative fasciste en 
doctrme et en fait Gamber 9J"’ Pp 432 

Sbarounis (A J ) LTmpot sur le Revenu en Grace Pans 
Sirey 10" Pp 389 Np 

Touzet (A ) L’ficonomie Indo-Chinoise et la grande Crise Uni- 
verselle Paris Giard 8" Pp 426 30 /r 


German 

Brylewski (W ) Die verschiedenen Vorstellungsmhalte des 
Begrifies Kapital Berlin W Klohlhammer 8^" Pp 198 

Chroust (A ) and Proesler (H ) (Eds ) Das Handlungsbuch 
der Holzschuher m Nurnberg von 1304^1307 Erlangen Palm and 
Enke Pp Ixxxi + 161 12 m 

Niedermayer (O von and Semjonow (J ) Sowjet-Russland, 
eine geopolitische Problemstellung Berlm Kurt Vowinckel 9|" 
Pp 151 4 50 m 

Noll von der Nabdsieb (R ) Der volkswirtschafthche Ejreditfonds 
Versuch emer Losung des Kreditproblems Berlm Carl Heymanns 
Verlag 9|", Pp 216 12 
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RosENBEBa (H ) Die Weltwirtschaftskrisis von 1857-1859 
Berlin W Kohlhammer 9" Pp 210 

Webneb ( J ) Wirtschaftsform der Technokratie Brunn Rudolf 
M Rohrer 8J'' Pp 132 4 m 


Austrian. 

Machltjp (F ) Fuhrer durch die Krisenpolitik Vienna Julius 
Springer 9|" Pp 232 7 80 m 

Mobgenstebn (O ) Die Grenzen der Wirtschaftspolitik Vienna 
Julius Springer 8J" Pp 136 480 m 


Italian. 

Bolbbini (P L ) Carta moneta e progresso economico Florence 
Felice le Monnier 9J" Pp 239 12 Z 

Bottai (G ) and Abeka (F ) (Ed ) Nuova Collana di Economisti, 
stranieri e italiani Vol VII Orgamzzazione industriale Vol XII 
Politica ed Eoonomia Turin Umone Tipografico-Editrice Torinese* 
10" Pp 958 and 306 90 hre and 40 Ure respectively 

Gibetti (L ) Riparazioni e crisis le conseguenze economiche 
deir imposizione e del pagamento di un’ mdennita di guerra Turin 
A e G Sismondi 7|" Pp 172 9 I 

Vinci (F ) Manuale di statistica introduzione alio studio 
quantitativo dei fatti sociali Bologna Xicola Zanichelli 10" 
2 vols 25 hre each vol 

Vito (F ) La concezione biologica dell’ economia consideraziom 
sul sistema del Marshall Milan Soc Ed ‘‘ Vita e Pensiero ” 
10" Pp 71 


Dutch, 

Van Dillen (J G ) (Ed ) History of the Principal Public Banks 
with extensive Bibliographies of the History of Banking and Credit 
m eleven European Countries The Hague M Xijhoff 8" Pp 480 
12 gldn 


Chinese, 

Fong (H D ) Gram Trade and Milling in Tientsin Nankai 
Institute of Economics San Yu Press, Peiping Pp 210 

Tung-Hai (L ) Labour Movement and Labour Legislation in 
China Shanghai Chma United Press Pp 252 $6 

LiiJ (H -C ) Labour Conditions in Chunghsmg Coal Mme, 
Shantung Institute of Social Research, Peipmg Pp 43 


Finnish 

Kovebo (I ) Some Views on Marginal Utility and the Theory 
of Taxation Helsingfors Pp 101 9^ 



1934] 


RECENT PERIODICALS AND NEW BOORS 


363 


Swedish. 

Akerman (J.). Konjunkturfceoretiska Problem. Lund. C. W. K. 
Gleerup. 10". Pp. 128. 4 hr. 


Swiss. 

Landmann (Julius). Vortrage aus dem Nachlass. Basel, Benno 
Scbwabe. 9". Pp. 84. 4 /. 

Metzger (B.). Die Differentialpreise im Verkebr. Ibr Wesen, 
ihre Ursacben und ibre Bedeutung. Ziiricb, Girsberger & Co. 9". 
Pp. xxiv + 425. 

WiLKEN (P.). Grundwabrbeiten einer organiscben Wirtschaft. 
Zurich, Verlag Organisator A.G. SJ". Pp. 132. 


Official. 

League oe Nations. 

World Production and Prices, 1925-1932. London : Allen 
and Unwin. Pp. 152. 45. 

Balances of Payments, 1931 and 1932. Allen and Unwin. 
Pp. 192. 75. 6d. 

Sixth International Studies Conference : a record of a second 
study conference on the State and Economic Life, held in London 
May 29 to June 2, 1933. Paris, Int. Inst, of Intellectual Co- 
operation (London, AHen & Unwin). 8|-". Pp. xviii + 422. 155. 

International Labour Ofeicb. 

Employment Exchanges : an international study of placing 
- activities. London : P. S. King. Pp. 231. 5s. 

Studies on Movements of Agricultural Population: 1. The 
Bural Exodus in Germany. London : P. S. Edng. 9|". Pp. 137. 
35 . 6d. 

Industrial Relations in Great Britain. By J. H. Richardson. 
London : P. S. King. 9J". Pp. 272. 35. 6d. 



LABOUR IN 1933 

A valuable review of employment in British Industry is contained in the Annual 
Report of the Ministry of Labour for the year 1933 Much of it is devoted to the 
problems of unemployment Gmd 4543 2^ (2^ 2d ) 

AGRICULTURAL REORGANISATION 

The Reports of the Reorganisation Commission for Fat Stock for England and 
Wales, IS {is 2d), and for Scotland, is (i^ id), propose far-reaching methods 
for the control of this industry 

TRADE MARKS 

The comprehensive report prepared by the Departmental Committee of the 
Board of Trade on the Law and Practice relating to Trade Marks contains 
much material of economic interest Cmd 4568 is 6d (u Sd) 

CENSUS OF PRODUCTION 

Part II of the Final Report of the 4th Census of Production of 1930 is now 
ready It relates to the Iron and Steel Trades, Engineering, Shipbuilding and 
Vehicle Trades, Non-Ferrous Metals Trades, and gives statistics of output, number 
of workers employed, mechamcal power used, wages, fuel consumption, etc 
7s 6d {Ss) 

POPULATION STATISTICS 

The Registrar-General’s Decennial Supplement, England and Wales, 1921 
Part III Estimates of Population , Statistics of Marriages, Births and Deaths 
1911-1920 

This volume, which forms Part III of the Decennial Supplement, 1921, con- 
tains a summary of the statistics of the births, marriages and deaths registered m 
England and Wales m the decennium 1911-1920, and a general review of the 
most important features of these statistics As on former occasions, the review 
IS mainly devoted to a treatment of the mortality of the period The dominating 
event of the decennium was the European War of 1914-1918, the effects of which 
may be traced in almost all the movements portrayed statistically in this volume 
305 (30^ gd) 

STATISTICAL ABSTRACT 

The 77th number of the Statistical Abstract contains detailed statistics divided 
into twelve mam groups relating to every aspect of the national economy of the 
United Kingdom Cmd 4489 6s 6d (ys) 

INDUSTRIAL EFFICIENCY 

The first close-up ” psychological picture of a group of operatives engaged in 
repetition work, and their reactions to varying methods of payment, is now avail- 
able in Report No 69 of the Industrial Health Research Board It gives facts not 
previously obtainable upon the relation of output to pay is 3d (is 3d) 
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THE ECONOMIST 

(ESTABLISHED 1843) 

The World^s Premier Financial Weekly. 


The reliability of its information, the authority of its judgments and the 
complete independence of its editorial policy, have given ‘‘The Economist” 
a unique position in weekly journalism 

Its columns include a considered review of money-market happenings and 
of the international monetary position, a survey of economic conditions 
throughout the world by special correspondents in all the principal centres, 
full statistics of Government and public finance, home and overseas bank 
statements, bullion movements, foreign exchange and money rates and a 
special Stock Exchange and investment section 
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THE EUGENICS REVIEW 

the Biological Quarterly which the JLayman can read 
In the April Number — 

Sterilisation in Switzerland Prof Hans Maier 

Safeguards in Sterilisation Edward Mapother, M D , F R G S , 
FRCP 

Analysis of the Brock Report Major Leonard Darwin, Sc D 
Legal Aspects of Sterilisation Cecil Bmney, B A 

and others. 
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ECONOMIC AND SOCIAL INVESTIGATIONS IN MANCHESTER : 

A History of the Manchester Statistical Society. 

By T S Ashton, Reader in Currency and Public Finance in the University 

of Manchester 

Demy 8vo 192 pp Cloth, 5s 

This IS more than a history of a learned society It throws light on the evolution of a large pro 
\ incial commumty, and on the broader currents of social life in. the nineteenth century It summanses 
the work of several economists, notably that of Stanley Jevons, and touches on many questions of 
educational, labour and banking pohcy 

COMMUNICATIONS IN THE FAR EAST. 

By Dr Frederick Vincent de Fellner, D Sc (Econ ), Budapest University 
Demy 8vo 360 pp Maps and Charts Cloth, 15s 

This book offers a concise analysis of the railways, shipping and other means of commumcation 
of the Far East — ^Japan, China, Manchuria and Siam Based on an extensive study of existing liter- 
ature and on the author’s personal studies m Far Eastern countres, it contains a large amount of 
statistical data and other useful information for all who are interested m the economic conditions of 
the Far East 
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THE PRINCIPIJES AND PROBLEMS OF FEDERAL FINANCE. 

By Bhalchandra P Adarkar, B A , Professor of Economics, Benares 
Hindu University 

Demy 8vo 315 pp Cloth, 12s 6d. 

Bankers' Magazine “ ‘ The Principles and Problems of Federal Finance ’ is, in view of modern 
tendencies, an extremely interesting work The consideration given to general financial prmciples 
is most carefuEy developed and the difficulties are most fully instanced and explamed it presents a 

most comprehensive study of a subject on which comparatively little information is readily available ” 

THE HOP INDUSTRY. 

By Hubert H Parker, B Sc (Econ ), Ph D 

Demy 8vo 340 pp Illustrated Cloth, 158 

This interesting book deals comprehensnelv with the various aspects of the hop industry, both 
at home and abroad, and should be of great value, not only to all connected with the trade, but also to 
readers interested in agricultural economics and m agncultural plannmg The principles underlying 
the Hop Marketing Schemes are explained and discussed in a special section 

THE ENGLISH BORSTAL SYSTEM. 

By S Barman, B A , of Lincoln’s Inn, Bamster-at-Law 
Demy 8vo 288 pp 


A Study of Their Comparative Economics 

By J Edwin Holmstrom, B Sc (Engin ), Ph D (Econ ) 
Demy 8vo 304 pp Many Diagrams and Tables 
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Cloth, 12s XX 


The reformative treatment of young crimmals, of which the most approved example is to be found 
in the Enghsh Borstal system, is a subject on which very httle literature exists In this book, by an 
author who has had exceptional opportumties for study and research, a comprehensive account of the 
working of the system is for the first time given, while the numerous connected problems are dealt 
with from vanous aspects, — ^practcal and theoretical, histoncal, legal, psychological, and sociological 

Ready Shortly 

RAILWAYS AND ROADS IN PIONEER DEVELOPMENT OVER- 
SEAS: 


Cloth, 15s. 


The author, an engineer with practical expenence overseas, has collected and collated on quite 
new lines a great amount of ongmal data from Asiatic, Afncan and other countries with the object 
of estabhshmg and illustrating the proper relative scope under such conditions for railways, road 
transport and the two combined — due account being taken of the capital, renewals, mamtenance and 
operating costs m respect both of the way and works and of the rollmg stock, and of the indirect benefits 
which accrue to a country through the presence of means of transport 
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ECONOMIC 
ORGANISATION OF 
THE BRITISH COAL 
INDUSTRY 

By A. M. Neuman, 

LL,M . B Sc , Ph D 

l^oreword by the 
Kt Hon Sir Herbert S\muee 


"Not only a verj painstaking and ex 
haustivL sur\ ey of the British Coal mining 
industry in post vrar years, but also a 
searching analysis of the causes which have 
hindered its rationalisation We know of 
no recent study of the coal question 
which has in\olved m its preparation 
such extensive research work — THE 
ECONOMIST 
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Australia in the 

WORLD 

CRISIS 

1929-1933 

By DOUGLAS COPLAND 

The plan adopted by Australia to 
combat the depression is of uni- 
versal interest, and no one is better 
qualified to discuss it than the chair- 
man of the Copland Committee 
which advised the Premiers’ Con- 
ference 9x nel 

** A scholarly essay in applied eco- 
nomics, with lessons for the 
northern no less than for the 
southern hemisphere ” 

The Manchesier Guardian 
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and New Zealand 
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Single copies^ jj 
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economists on economic, financial, labour and social conditions in 
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Subscriptions should be sent to the publisher 

The Managing Director, The Melbourne University 
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THE ECONOMIST INDEX OF BUSINESS 
ACTIVITY By Geoffrey Growther, M A (With 
Discussion ) 

EXCHANGE STABILITY VERSUS INTERNAL 
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WHOLESALE PRICES OF COMMODITIES IN 1933 
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IMPROVEMENT OF CURVES FITTED BY THE 
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ENTERPRISE, PURPOSE & PROFIT 

Essays in industpy 
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THE ECONOMIC MORALS OF 
THE JESUITS 

By J. BRODRICK, S.J. 5/- net 

IMPERIAL ECONOMY AND ITS 
PLACE IN THE FORMATION OF 
ECONOMIC DOCTRINE, 1600-1932 

By C. R. FAY. (Shortly) 6/- net 
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A Journal of Practical Finance and Trade 
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THE STATIST specialises in the presentation of exclusive statistical 
information which is of the utmost value to all engaged in Economic 
Research. 
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Membership in the Ameiican Economic Association entitles 
one to receive the American Economic Remew and the proceed- 
ings of the annual meetings, usually issued as a supplement 
to the March number of the Review 

Annual Membership $5 oo 
Life Membership $200 00 
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to members at special rates A few copies of the volume of 
Economic Essays Contributed in Honor of John Bates Clark are still 
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A book for fhe educated toyman 

THE TWILIGHT OF 
PARENTHOOD 

by ENID CHARLES, M.A-, Ph-D. 

A study in Social Biology, bringing together the most 
recent contributions to population problems Surveys 
the present technical revolution in food production, throws 
new light on the eugenic aspect of the problem, and 
prospects the most recent physiological discoveries bearing 
upon declining fertility and contraceptive practice 

240 pp , cloth, 7 s. 6d. net 
OF ALL BOOKSELLERS 

London WATTS & CO., Johnson’s Court, Fleet Street, E C 4 


INTERNATIONAL SURVEY OF 
SOCIAL SERVICES 

T here have been many attempts m recent years to make international 
comparisons of the cost of social charges (particularly as an item m 
production costs) in a number of countries The introductory chapter of 
the volume “ International Survey of Social Services ” now pub- 
lished by the International Labour Office (League of Nations) explains 
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The volume, however, even with the hrmtation implied by a definition 
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Denmark, Finland, France, Germany, Great Britain and Northern Ireland, 
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the most recent census are first given, and the remainder of the information 
follows under the headings — Social Insurance, Social Assistance, Housmg, 
Family Allowances, and Holidays with Pay Paper Bound 15 /-. 

All! L O pubhcattonSjfree catalogues, and particulars of forthcoming Reports, etc , obtainable from 

LONDON BRANCH 

INTERNATIONAL LABOUR OFFICE 

(LEAGUE OF NATIONS) 

12, VICTORIA STREET, LONDON, S W i 
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Economic Studies 

Price i 

t Per Annum 7/6 (post free) 

Vol I, No I . now 5 /- 

P UBLISHED in London three times a year, in October, February and 
June Offers of contributions, subscriptions and all communications 
should be addressed to the Secretary of The Review of Econovqc 
Studies, at the London School of Economics, Houghton Street, London, 
WC 2 

T he object of the Review is to supplement the facilities for the publica- 
tion of new work on theoretical and applied economics, particularly by 
youngei writers, and to promote discussion by means of shoit notes of a kind 
which do not normally appear in the existing journals A fuither object of 
the Review is to publish tianslations of articles m foreign languages which 
have appeared at different times and aie generally lecogmsed as outstanding 
contributions, but which have hitherto not been available to English readers 
The direction of the Review is in the hands of three managing editors 
and a consultative board The present managing editors are A P Lerner 
(London), P M Sweezy (Cambridge, Mass ), and Ursula K Webb (Oxford 
and London) 

FORTHCOMING ARTICLES INCLUDE 

A R SWEEZY {Cambridge^ Mass ) The Present State of Subjective Value 
Theory 

A p LERNER (Londou) The Concept of Monopoly and the Measure- 
ment of Monopoly Power 

PROF j B s HALDANE {Londou) A Contribution to the Theory of 
Price Fluctuations 

o LANGE (Cracow) A Note on the Determinateness of the Utility 
Function 

c H WALKER (Londou) The Working of the Gold Standard 
PROF M FASiANi (Genoa) The Duration of the Process of Tax Shifting 
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H MAYER (Vienna) Production (Translation) 

ROD ALLEN (London) and A p lerner Notes on Arc Elasticity 
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INTERNATIONAL COMBINES IN 
MODERN INDUSTRY 

By Alfred Plummer, B.Litt., M.Sc. (Econ.), LL.D. 

This book breaks new ground in economic considerations It deals in a wide and authori- 
tative manner with the economic principles involved m the formation of international trade 
combines, and shows why they have become an important factor in modern industry It is 
of the utmost interest to students of, and lecturers on, economics, and provides pm 
one of the few comprehensive treatises available on the subject 201 pages ^ / O Tl6t 
Order from a bookseller or direct from 

PITMAN • Parker Street • Kingsway • London • W.C^ 


JtaJcstaES’SImmicIc 6d. 

imk3&on(;s JBaiktt Hetnem 

Has the Largest Net SaUs of ar^ TP^eekly Ftnanctal Newspaper 

The Invetiort* Chromcle^t MONTHLY SECURITIES INDEX, covering all sections of the Markets for 
each month-end since 1920, is quoted by BANK and INVESTMENT TRUST CHAIRMEN, at ANNUAL 
SHAREHOLDERS’ MEETINGS, to a greater extent than any other mdex to security values 
** OVERSEAS FINANCE '* is a weekly featnre, reviewing Foreign Exchanges and factors that affect them 

A Free Specimen Copy containing the latest Security Index can be obtained by post-card application to 

THE PUBLISHER, 20 BISHOPSGATE, EG 2 


pCONOMISTS' TOUR 

■- TO U.S.S.R. 

The Society for Cultural Relations is again 
arranging for an Economists’ Tour to the 
USSR, specially designed to cover three 

important aspects of the Soviet experiment ITINERARY 

— social, industrial and agricultural It 

will include a study of factories, collective Lemngrad—Moscow— Kharkov 
farms, and social services, and arrange- Dmeproges — Kharkov 

ments will be made so that members of Moscow — Leningrad 

the tour can meet the Commissars of 
Finance, Planning, etc Dr Margaret COST 

Miller, Lecturer m Economics at Liver- « 

pool University, will lead the tour Dr ^nd class throughout £48 
Miller has visited the Soviet Union several 3rd class on boat, 2nd 
times recently, has made an intensive class in U S S R £42 

study of economic conditions there, and The above charges are completely m 
knows the language Clusiveandcoverfares, hotels, tips, etc 


2nd class throughout £48 

3rd class on boat, 2nd 
class in U S S R £42 

The above charges are completely in 
elusive and cover fares, hotels, tips, etc 


TOUR LEAVES LONDON JULY 14TH RETURNS TO LONDON AUGUST sth 

For all tnformaiton, tente to 

THE SECRETARY, SOCIETY FOR CULTURAL RELATIONS, 21 BLOOMSBURY SQUARE, 

LONDON, W C I 
Telephone Museum 5254 
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ECONOMICA 


(NEW SERIES) 


ECONOMICA IS issued quarterly by the London School of Economics and 
Political Science, in February, May, August, and November It is devoted to 
Economics, Economic History and Statistics, and is under the direction of an 
Editorial Board composed of Sir William Beveridge, Professor A L Bowley, 
Professor T E Gregory, Professor F A von Hayek, Professor A Plant, 
Professor Eileen Power (Acting Editor), Professor Lionel Robbins (Acting 
Editor), and Professor A J Sargent, with Mr F W Paish as Assistant 
Editor 

CONTENTS OF MAY ISSUE 

Twelve Months of American Dollar Policy T U Gregory 

The Theory of Unemployment,” by Professor A C Pigou JR A Hawtrey 
The Economic Aspects of Copyright of Books A Plant 

A Reconsideration of the Theory of Value Part II R Q D Allen 

The Movement of Labour into South-East England, 1930-1932 

Brinley Thomas 

A Note on Banking Policy and the Income -Velocity of Circulation of 
Money J G Gilbert 

Books Reviews by D Caradoc Jones , E R Kuczynski , E C Rhodes, and others 

The price of Economica (Nrw Series) 1545 6d a number, or 15s per annum, post 
free Fellows of the Royal Economic Society by applying through the Society 
may obtain ECONOMICA at a special reduced rate of 12s 6 d per annum. 
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ment, at the London School of Economics and Political Science, Houghton Street, 
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Organise the Peace 
World t 

bj ALFRED ZIMMERN 

Thoughts on 
the L.C.C. Election 

The Chaos of London Govern- 
ment 

by WILLIAM A ROBSON 

Politics and Broadcasting 

by HILDA MATHESON 

Essays in Law Reform 

V Expense and Delay 

W H THOMPSON 


Objectives of Colonial 
Education 

by EDWIN R EMBREE 

Women and Children 
m Soviet Russia 

by JOHN S HOYLAND 

Egypt British Policy 
and Palace Rule 

^ F W PETHICK-LAWRENCE 

Surveys and Reviews 


The 'Pohitcal Quarterly is published by Macmillan &, Co , Ltd , St Martin’s Street, 
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munications should lie addressed to the Offices of The Political Quarterly, 52 Tavistock 
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Hart Schaffner and Marx 
* 5,000 

INTERNATIONAL PRIZE ESSAY 

Contest Award 

In 1926 the donors decided to offer a prize of $5,000 for international 
competition on the subject of The Theory of Wages.’’ No restrictions 
were placed upon the scope, method or character of the studies submitted 
beyond the requirement that they make genuine contributions toward 
our understanding of the problem. The committee to whom was assigned 
the decision upon the merits of the essays presented included in its mem- 
bership, in addition to Professors Gay and Mitchell now serving. Profes- 
sor James L. Laughlin, chairman, Hon. Theodore E. Burton and Professor 
John Bates Clark. It agreed upon the following awards: 

First Prize* Professor Paul Hov-ard Douglas, A B Bowdom College, 1913, A M Columbia, 
1915, PhD ibid, 1921 Instructor m economics, University of Illinois, 1916 17, in* 
structorand assistant professor in economics, Reed College, Portland, Oregon, 1917 
18, associate professor of economics. University of Washington, 1919 20, since 1920, 
at the University of Chicago, assistant, associate and full professor in industrial re- 
lations Author American Apprenticeship and Industrial Education, 1921, (with 
others) Workers in Modern Economic Society, 1923, Wages and the Family, 1925, 
(with others) Soviet Russia in the Second Decade, 1928, Real Wages in the United 
States (1890-1926), 1930, Co author Movement of Real Wages (1926 28), 1930, The 
Problem of Unemployment, 1931, The Need for a New Party, 1932, The Theory 
of Wages, 1932 

Honorable Professor Jens Warming, Copenhagen, Denmark, Sergius N Procopovitch, Pratra- 
MentlOn: Kosire, Czecho-Slovakia, Dr William L Valk, Schevemngen, Holland 

In deciding upon the relative merits of the essays, the committee is not 
responsible for opinions expressed by the contestants. 

Edwin F. Gay, Chairman 
John M. Clark 
Wesley C. Mitchell 

Cambridge, 1934 
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By G D. H. COLE 

STUDIES IN WORLD ECONOMICS 12s Gd 

Throuj^h most of thcsr tssus then runs i common idoii — that economic conceptions 
and the theorn s built upon them need lar rcathm^ lOMsioii in the ln?ht of the de\ eloping 
forces in the %eorld of to da\ 


ECONOMIC TRACTS FOR THE TIMES 


jRe-iSiiie cit 75 Od 


THE THEORY OF UNEMPLOYMENT. By Professor A C PIGOU. 

author of “ The Economics of Welfare/' etc 155 

“ An i \tn nn 1\ important — in some an epoch making — contiibution to th it sub 

jeet with which economists are becoming increasingh concerned the economics of the 
Short Period The argument is illuminated throughout by brilliant digressions on 

particular problems of practical importance " — The Economist 

THE ECONOMY OF ABUNDANCE Bv stuart chase Ss Gd 

This book 1)\ a distinguished Amciican publicNt describes an economic condition where 
an abundance of material goods can b( produci d for the entire population of a given com- 
mumt\ , and the consequences of such a. s\st( m 

RECONSTRUCTION ; A Plea for a National Policy. By HAROLD 
MACAIILLAN, MP 3s Gd 

“ He States the case for economic planning with common sense and moderation that 
cannot hi Ip ippcaUng to the open mmckd ” — Hit. Banker 

THE DOLLAR : THE FRANC : AND INFLATION. By eleanor 

LANSING DULLES Ph D , author of “The French Franc, 1914-1918 ' 55 
“ Those who desire a concise account of the difticiilties which lead to inflation and of the 
obstacles which stand m the wa> of reeo\er\ would do well to read this book In- 

teresting and instructue ” — Times Lit Supp 

By PAUL EINZIG 

EXCHANGE CONTROL 'ys 6d [Shortly 

THE ECONOMIC FOUNDATIONS OF FASCISM 

Second Edition ys 6 d 

In this second edition, Dr Einz'g has reMsed his material m accordance with new 
developments His arguments and conclusions concerning the economics of Fascism are 
still based exclusivch on the Italian experiment 

GERMANY’S DEFAULT : The Economics of Hitlensm ys 6 d 

“ 1 he book te\ oaL the author at his best One cannot feel anything but s\ mpathv 

with the conclusions reached bv Dr Einzig it will be read with interest bv manv 
outside the economic circle ” — Banker's Magazine 

GERMAN BUSINESS CYCLES: 1924-1933. By carl r schmidt. 

Research Associate, National Bureau of Economic Researeh, 1931- 
1932 los Gd 

Mr Schmidt undertakes an analysis of c> clical fluctuations in German economy during 
the period 1924-1933 He seeks to describe their course, to point out peculiarities in it, 
to emphasise the nature and the relationships of the more sigmficant contributing factors 


STATESMAN’S YEAR BOOK 1934 

Edited by M EPSTEIN, M.A., Ph D , F R G S. 

With Maps 20s 

PRIJSCJP iL CONTENTS, relating to each country in the World Constitution Sc 
Government Area &. Population Production A Industry Commerce & Communica- 
tions Imports &. Exports (Statistics) Shipping &. Navigation Currency Weights 
& Measures Diplomatic Representatives Education Religion Finance Defence 

{All prices are net ) 
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BBITISH OVERSEAS INVESTMENTS IN 1932 
AND 1933 

The following paper is the sixth of a series, begun in 1928, 
embodying the results of annual surveys of British Oversea 
Investments The detailed results relate to the year 1932 
Owing to the large increase in default in 1932 and to the exchange 
movements follovnng upon the abandonment of the Gold Standard 
by this country towards the close of 1931, calculations have been 
rendered more involved, and in consequence publication of the 
results of this study has sufered some delay Nevertheless, as in 
previous articles, an attempt has been made to bring the subject- 
matter up to date by including provisional estimates of the mam 
items for 1933 

The procedure adopted has remained the same as in previous 
years ^ The securities examined in detail are 

1 All bonds and stocks of Dominion, Colonial and Foreign 

Governments, States and Municipalities on which interest 
IS payable in London , 

2 All bonds and shares of registered British companies (as 

classified in the Stock Exchange Ofiicial Year Book) 
operating entirely or mainly abroad , 

3 All bonds and shares of Domimon, Colomal and Foreign 

compames registered and operating abroad quoted 
and/or dealt m on the Stock Exchanges of the Umted 
Kingdom 

These three categories constitute the mam body of British 
investment abroad and at the same time that part which is 
most readily subject to scrutiny and accurate assessment In 
order, however, to cover the field as far as possible, rough estimates 
have also been made to include the substantial amount of foreign 
securities held in the U K but not dealt in regularly in British 
markets, as well as other individual investments (e g m property, 
mortgages, etc ) abroad and the oversea assets of British 
compames whose main activities are confined to the United 
Kingdom 

^ See Economic Joubnai., September 1931 and June 1932 
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Estimates are again given of the nom%7ial amount of British 
investments in the three classes of securities specified above, 
and some explanation is ofiered of the difierences that emerge 
in comparison with previous years ISTo attempt, however, 
IS made to relate these differences to the movements of capital 
on long-term account except for estimates of sinking fund and 
maturity repayments 

The year 1932 is now generallj^ regarded as the year in which 
the depression u as definitely checked in the United Eangdom This 
view finds some support from the results m the present article, which 
indicate that the downward trend of income from oversea invest- 
ments V as less marked than in the two preceding years On the 
one hand, earnings continued to reflect the substantial contraction 
in world trade, and bond interest was further adversely affected 
by budgetary and transfer difficulties resulting in increased default 
On the other hand, the process of adjusting costs to prices had 
already made considerable headway and enabled many compames 
operating overseas to achieve a profit margin , at the same time, 
abandonment of the Gold Standard in September 1931 afforded 
handsome profits from gold mines and increased the sterhng 
income derived from bonds payable in gold currencies 

Before passing on to detailed lesults, I should hlce once more 
to express iny appreciation of the suppoit received from Banks 
and Issuing Houses of London as veil as from a large number of 
companies, both at home and abroad, whose readiness to supply 
the statistical iiifoi matron required has made it possible to renew 
this study and to improve year by year upon the accuracy of the 
results obtained 

Gboup I 

Dom%mo7i, Colonial and Foreign {Government and Municipal) 
Loans 

As explained in previous articles, interest paid in London, 
tax deducted, is taken to indicate Umted Eangdom holdmgs, 
and the amount paid free of tax, foreign holdings ^ Table I 
shows the results of analysis by this method 

These percentages apply to a total which in the case of a limited 
numbei of foreign loans includes not only sterhng bonds issued 
in London, but also sterling tranches placed abroad, so that 
the corresponding percentages held in the Umted Eangdom if 
taken for the former alone would be shghtly higher than those 

^ For a fiall explanation of the use of this method see Economio JouBisrAX., 
Jiine 1930 
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Tabes I 

United Kingdom and Foieign Holdings of Doinimon^ Colonial 
and Foieign {Government and Municipal) Loans ^ 



UK 

Foreign 

Dommion and Provincial Governments 

88 9% 

11 1% 

Uommion and Colomal Mumcipalities 

89 0 

11 0 

Foreign Governments 

54 9 

45 1 

Foreign Municipahties 

74 9 

26 1 


HI the above table This, however, does not alter the fact that the 
amount of these loans held abroad is and has been for some years 
very substantial In conseq[uence (see Table II), British investors 
have in reahty suffered less fiom foreign default than would appear 
from the total of foieign loans outstanding Indeed, the foreign 
holding IS consjucuously laige precisely in the case of those bonds 
on which default has occurred ^ 

Turmng now to a consideration of the actual volume of 
British investments in Domimon, Colomal and Foreign loans, 
the following table shows the nominal amounts at the end of 
1931 and 1932, the income received and the sums remitted 
to meet siiiking fund reqmrements and maturities 

These figures call for some comment New Issues in 1932 


Table II 

(£000’s ) 


, ^ T3Tpc of 
Security 


1931 



1932 


Capital 

Income 

Repay- 

ment 

Capital 

Income 

Repay- 

ment.® 

Dominion and 

Colomal Gov- 
ernments 

1,014,826 

44,145 

2,568 

1,025,408 

44,997 

23,740 

Domimon and 

Colomal Muni- 
cipahties 

88,620 

4,260 

2,939 

83,531 

3,922 

3,061 

Foreign Govern- 
ments 

301,875 

15,716 

10,139 

289,375 

11,984 

12,032 

Foreign Mum- 

cipahties 

35,562 

1,800 

621 

33,685 

1,474 

853 

Total 

1,440,883 

65,920 

16,267 

1,431,899 

62,377 

39,686 


^ Although the percentages m the above table are taken to represent United 
Kingdom and foreign holdmgs, actually they are the proportions of interest paid 
m London, tax deducted and tax free lespectively 

2 It IS for this reason that m the case of Foreign Municipal bonds the pro- 
portion of interest paid m London subject to tax deduction has actually risen 
from 74 7% in 1931 to 74 9% m 1932, in spite of net sales by U K investors 
(See Economic JouBNAii, June 1933 ) 

® The figures for repayment mclude sums received m the case of loans 
redeemed from the proceeds of new issues 
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for account of Dominion and Colonial Governments amounted 
to £35 million Repayments, however, amounted to over 
£23 million And the net increase shown above is even a httle 
smaller than the difference between these two figures, indicating 
some net sales of Domimon and Colonial bonds by Umted Eling- 
doin holders to investors outside the United Kingdom At 
the same time it is worth noting that repayments by Domimon 
and Colonial Governments reached an unusually high figure 
in 1932 — India alone accounting for nearly £16 million The 
comparable figures for 1030 and 1931 were respectively £8,288,000 
and £2,568,000 It seems fair to suggest, therefore, that repay- 
ment on this substantial scale was somewhat fortuitous, assisted, 
in fact, in the case of India by an unforeseen export of gold which 
enabled the India Government to accumulate large sterhng 
balances m London ^ 

As regards Dominion and Colonial Mumcipal loans, repay- 
ments for the year (£3 million) fell short by £2 milhon of the re- 
duction in Umted Kingdom holdings, suggesting that a net transfer 
had taken place from Umted Klingdom to outside investors ^ 

In the absence of new loans to foreign countries during 1932, 
the normal operation of sinking fund payments on existing loans 
vtould account for a reduction in the British holding of foreign 
Government and Mumcipal loans Such reduction has, as the 
figures show, occurred Moreover, in the case of foreign Municipal 
bonds, sales by Umted Kingdom investors to foreigners appear 
to have been conspicuous. 

The continuous reduction over the last five years in the nominal 
amount of British capital invested in foreign loans, both absolutely 
and relatively to the amount invested in Empire loans, is shown 
by the following figures 


Table III 

Bntish Investment in Empire and Foreign Loans 

(£000,000’s ) 


End of 

Empire Loans 

Foreign Loans 

Total 

Ratio of Foreign 
Loans to Total 

1928 

1,036 

364 

1,400 

26 0% 

1929 

1,061 

351 

1,412 

24 9 

1930 

1,080 

357 

1,437 

24 9 

1931 

1,104 

337 1 

1,441 1 

23 4 

1932 

1,109 

323 

1,432 i 

22 6 


^ Redemption, operations of the Indian Oovemment were also assisted by tbe 
funds received from a large sterling issue floated in 1932 

* It IS tlie practice of Dommion. authorities to invest part of the sinking fund 
reserves held against internal debt in Dominion sterling loans As a result the 
amount of these loans held by them is gradually increasmg with the steady rise in 
the mtemal debt 
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Tims from 1928 to the end of 1932 the amount invested in 
foreign bonds dechned from 26 0 to 22 4 per cent 

The deehne in income resulting from foreign default in 1932 
was only shght in proportion to total income owing to the pre- 
dominance of Empire loans in British oversea investments 
Thus total income was reduced from £65 9 million in 1931 to 
£62 4 million in 1932, this being entirely accounted for by the 
1 eduction in income from foieign bonds It should be borne in 
mind, however, that in subsequent years some deehne must also 
be anticipated in the rate of income from Dominion and Colonial 
loans following the extensive conversion operations which eco- 
nomic recovery in the Dominions and conditions prevaihng in the 
London Money Market have rendered possible and which are still m 
progress The average rate of income on Empire loans in 1932 was 
4 4 per cent , as compared wuth 4 2 per cent on foreign bonds, 
but of course the average rate of interest on foreign loans, if 
fully remitted, is considerably higher The next table shows the 
sums in default on foreign loans 

Table IV 

Service %n Default since December 1930 ^ 


{Government and Mumc%^al Loans ) 
(£000’s ) 



Interest 

Smkmg Fund 

Total 

1931 

1,453 

1,095 

2,648 

1932 

9,044 

5,413 

14,457 

1933 

9,644 

7,745 

17,289 

Total since December 1930 

20,041 

14,253 

34,294 


^ These figures relate to total loans outstanding, irrespective of the domicile 
of the holder 


Thus inteiest and sinking fund due and unpaid to British 
and other investors since December 1930 amounted to £34 3 
million (interest £20 miUion, sinking fund £14 3 milhon) As 
already explained (see p 367), in view of the substantial foreign 
holdings of these loans the loss to British investors is considerably 
less, amounting to £19 3 milhon (£11 1 million interest, £8 2 
million sinking fund) The increase in default in 1933 took the 
form chiefly of further suspension of sinking fund rather than 
of interest payments Incidentally the transfer moratorium 
declared by Germany in July 1933 only affected coupons due in 
the second half of the year , while certain other countries, notably 
Greece, partially resumed interest payments In view of the 
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economic and financial adjustments that have been made in the 
past few years by a number of countries, and the lecent substantial 
improvement in prices, particularly of the primary products of 
debtor countries, it seems possible that further default may not 
be incurred on a large scale, although the German situation 
remains full of uncertainty 

In spite of the extent of default in 1932, Table II shows that 
repayments to British investors in respect of all Dominion, 
Colomal and Foreign sterling loans actually increased from 
£16 3 million in 1931 to £39 7 million in 1932 There weie, 
hoi;^ever, substantial maturities in 1932, jiaiticularly of India 
loans, while among foreign bonds the Brazilian 7^ per cent 
Coffee Loan of 1 922 and the Japanese 5 per cent South Manchurian 
Railway Loan were called for redemption Repayments in 1933 
are provisionally estimated at £28 million* 

Bnhah Commercial Capital Abroad 
For the sake of convemence this term is applied to Umted 
Kingdom funds invested abroad otherwise than in Government 
and Municipal loans, though including in some cases securities 
which carry a Government guaiantee, such as, for example, 
certain bonds of the Canadian National Railvavs 

Following the method Intherto adopted the investments 
filling under this heading are divided into 

{a) bonds and shaies of companies registeied in the Umted 
Elingdom , 

{b) bonds and shares of compames registered abroad ^ 

Group II 

British Gomjpaniea operating Abroad 

The investments here dealt with consist mainly of capital 
employed abroad under direct British control ^ 

Table V below records the nominal amount of British capital 

^ The British holdings in individual companies, covering about 50 per cent 
of tlie total capital of some 3,000 companies, have been ascertained, and the 
detailed results are arrived at by carefully selected representative samples This 
method suffers, however, from certain unavoidable limitations in respect of 
bearer securities, nominee holdings, etc These have been fully discussed in 
previous articles (see Ecokomio Joubnal, September 1931) 

* A British company is considered to be operating abroad if its plant and 
eqmpment ax© mainly situated abroad A number of compames, however, 
particularly among those classified as “ Commercial, Industrial, etc do exten- 
sive business both at home and abroad, and possess important fixed assets m 
the Umted Kmgdom and overseas The larger companies of this nature have 
been covered by these mvestigations, but no attempt has been made to estimate 
in detail the oversea assets of minor companies 



Table V ^ 

Normnal Capital invested in JByitisTi Companies operating Abroad , 
Interest and Dividends received and Doan Capital repaid^ (£000’s) 

Share Capital Loan Capital 



Amount 

Divi- 

dends 

Amount 

Inter- 

est 

Repay- 

ment 


1931 





Dominion and Colonial Bails 

1,600 

54 

27,300 

1,448 

31 

Indian Bails 

20,900 

1,768 

43,200 

1,683 

95 

Indian Bail Annuities 

— 

— 

25,600 

1,272 

1,156 

American Bails 

800 

37 

800 

32 

— 

Foreign Rails 

221,200 

4,004 

173,500 

6,819 

148 

Banks 

26,300 

3,300 

— 

— 


Breweries 

4,700 

320 

800 

38 


Canals and Docks 

1,400 

— 

2,200 

145 

15 

Commercial and Industrial 

65,600 

1,924 

20,600 

712 

478 

Electric Light and Power 

7,800 

608 

6,900 

316 

153 

Fmancial, Land and Investmt 

85,900 

2,322 

27,300 

1,114 

394 

Gas 

9,000 

1,002 

1,300 

61 

37 

Iron, Coal and Stool 

7,600 

196 

2,100 

87 

153 

Mmes 

72,600 

1,864 

11,800 

584 

54 

Nitrates 

3,400 

— 

1,700 

103 

200 

Oil 

107,500 

11,306 

12,900 

639 

456 

Rubber 

82,000 

218 

5,700 

157 

60 

Shippmg 

12,000 

482 

6,300 

313 

308 

Tea and Coffee 

38,600 

1,735 

2,600 

122 

26 

Telegraphs and Telephones 

23,900 

1,657 

4,300 

190 

61 

Tramways 

15,500 

296 

18,700 

612 

860 

Waterworks 

4,500 

203 

1,900 

102 

215 

Total 

812,800 1 

33,296 

397,500 

16,451 

4,900 


1932 


Dominion and Colonial Rails 

1,600 



27,300 

1,415 

40 

Indian Rails 

20,900 

1,872 

43,200 

1,581 

— 

Indian Bail Annuities 

— 

— 

24,300 

1,138 

1,290 

American Bails 

800 

44 

800 

32 

— 

Foreign Bails 

221,200 

2,220 

173,100 

4,769 

226 

Banks 

26,300 

2,122 

— 

— 

— 

Breweries 

4,700 

377 

600 

38 

270 

Canals and Docks 

! 1,400 

— 

2,300 

145 

— 

Commercial and Industrial 

1 65,600 

2,154 

19,800 

545 

761 

Electric Light and Power 

7,900 

572 

6,600 

295 

266 

Fmancial, Land and Investmt 

86,000 

1,634 

26,900 

1,056 

433 

Gas 

11,700 

1,263 

1,300 

89 

341 3 

Iron, Coal and Steel 

7,600 

136 

2,100 

62 

— 

Mmes 

72,500 

2,292 

7,300 

534 

59 

Nitrates 

3,400 

— 

1,700 

— 

— 

Oil . 

108,600 

10,170 

12,400 

618 

601 

Rubber 

81,300 

200 

6,600 

140 

64 

Shippmg 

12,100 

457 

6,000 

213 

339 

Tea and Coffee 

38,600 

1,226 

2,600 

107 

26 

Telegraphs and Telephones 

23,900 

1,744 

4,300 

181 

7 

Tramways 

15,600 

337 

18,600 

425 

148 

Waterworks 

4,600 

309 

1,900 

101 

17 

Total j 

816,200 

i 

29,029 

i 

388,600 

1 

13,484 

4,776 


^ In this table the estimates of income represent dividends distributed and 
mterest paid to British mvestors Bor the purpose of calculations of the U T£ 
balance of payments, therefore, these figures would have to be supplemented 
by additional remittances effected by these compames to cover Head Office and 
other IT K expenses or appropriations, or alternatively reduced by the amount 
of any outward remittances m cases where reserves invested m the U K have 
been drawn upon to meet expenses abroad 

® Bepayments in this table, as also m Table VI, are the actual sums repaid as 
distinct from the nommal amounts 

® Of this, £300,000 represents repayments of Share Capital 
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invested abroad in various classes of enterprise No deduction, 
however, has been made for the value of certain capital assets 
at home such as Head Office buildings in London possessed by 
some of the concerns m question 

Without new issues on any noticeable scale httle change is to 
be expected in the nominal amounts held by British investors in 
the above securities since foreign holdings seldom exceed 1 per cent , 
the high rate of British income tax being a strong deterrent 
to would-be foreign juirchasers of these stocks and bonds The 
slight decline m the amount of loan capital outstanding reflects 
the automatic ojieration of sinking fund payments and maturities 
m 1932 as well as a certain amount of writing down of nominal 
values ^ 

Dividends leceived in 1932 declined by a further £4 3 million, 
the categories chiefly affected being Foreign Rails and Banks 
Dechnes, however, were not as general as in 1931, payments 
being well maintained among the miscellaneous compames 
included under “ Commercial, Industrial, etc while Mimng 
dividends in 1932 already showed the effect of the increase in the 
sterling price of gold ^ 

The following figures, which also include a piovisional estimate 
for 1933, 'illustrate the trend of dividend pa\nnents by British 
companies opeiating oveiseas 

Dividend Pmjinents of BiiHsli Companies Abroad 

Amount of Dividend Percentage of Capital 


1929 

£67,674,000 

8 

4% 

1930 

58,966,000 

7 

1 

1931 

33,296,000 

4 

1 

1932 

29,029,000 

3 

6 

1933 (provisional) 

27,100,000 

3 

3 


The provisional estimate for 1933 indicates a further dechne 
of about £19 milhon in spite of the improvement in business 
activity As already pointed out, the improved earmngs of 

1933 should be i effected in substantially greater dividends during 

1 934 3 The higher prices obtaimng for Tin, Tea and Rubber 

^ In many instances drastic reorganisation was accompanied by exchange of 
debentures into shares of lower par value 

^ In important sections of the above table the rate of dividend declined be 
tween 1931 and 1932 as follows Foreign Rails from 1 8 to 1 Oper cent , Financial, 
Land and Investment 2 7 to 18 per cent , Oil 10 6 to 9 4 per cent , Banks 
12 5 to 8 1 per cent On the other hand, increases occurred m the following 
Mines 2 6 to 3 2 per cent , Commercial and Industrial 2 9 to 3 3 per cent 

** From the point of view of the balance of payments, net remittances to the 
XJ K arising from the activities of British companies abroad were already more 
favourable m 1933 than in 1932, m spite of the decline m dividend payments 
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during 1 933 will, in many instances, make possible the resumption 
or increase of dividend payments 

Interest on loan capital in 1932 was severely affected by 
transfer difficulties Interest on the debentures of foreign rails 
declined from £5 8 million in 1931 to £4 8 million in 1932 As a 
result of default, non -transfer and conversion, the average income 
from the bonds and debentures of registered British compames 
operating abroad has dechned from 4 8 per cent m 1929 to 
3 5 per cent in 1 932, 2 e by about 25 per cent 

Geouf III 

Compames registered Overseas 

This section covers British investment in the shares and 
bonds of Dominion and foreign compames (i e companies registered 
overseas) dealt in on the Stock Exchanges of the Umted Kingdom ^ 
The degree in which these compames are financed by British 
capital vanes considerably, some being virtually British -owned 
and controlled, while in othei instances British participation 
IS msigmficant, as, for example, in the ease of American Railroad 
companies Unlike those dealt with in the previous section, 
many of the securities classified in Table VI below are quoted 
in a number of foreign centres, and mostly in New York, Pans 
and Amsterdam ^ It follows that in a year of active Stock 
Exchange deahngs, a considerable change may occur in the total 
amount held in the Umted Kingdom Unfortunately, owing to 
the predominance of bearer securities in the case of foreign 
compames, a high degree of accuracy is not attainable in estimating 
British holdings in securities of this class 

For this reason and also because the samples obtained are 
necessarily less representative than those for British compames, 
it would be unsafe to attempt to draw detailed conclusions as to 
the changes that may have taken place in British shareholdings 
by comparing the totals obtained from year to year ® The 
mam part of the estimated dechne in British holdings from 
£375 million in 1931 to £344 milhon in 1932 is, however, un- 
doubtedly attributable to (a) the drastic writing down of capital 
and (6) to the considerably lower balance sheet values of shares 
of no par value 

^ British holdings of “unquoted” shares and bonds are included in a rough 
estimate of all other forms of foreign investment given on a later page 

^ South African mmmg shares and the securities of American railways and 
public utilities, Canadian power compames, etc , are conspicuous in this category 

® These considerations do not apply with equal force to changes in income 
smce these are influenced chiefly by the reduction or increase m earnings 
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Table VI 

Nominal Capital invested in Foreign and Colonial Companies , 
Interest and Dividends received and Loan Capital repaid 

(£000’s ) 



Share Capital. 

Loan Capital 


Nominal 

Amoimt 

Divi- 

dends 

Nominal 

Amoimt 

Inter- 

est 

Hepay- 

ment 

Dominion and Colonial Rails 

1933 

60,000 

3,543 

160,800 

1 6,559 

240 

American Hails 

18,000 

1,011 

9,500 

f 412 

165 

Banks 

27,300 

1,837 

18,000 

1,158 

282 

Breweries 

1,300 

— 

— 

1 

— 

Canals and Docks 

1,600 

1,530 

2,500 

22 

— 

Commercial and Industrial 

70,200 

6,115 

25,300 

1,600 

799 

Electric Light and Power 

13,300 

956 

32,200 

1,701 

1,097 

Financial, Land and Investmt 

24,600 

666 

26,100 

1,370 

485 

Iron, Coal and Steel 

13,000 

660 

8,900 

474 

161 

Mmes 

68,200 

4,008 

4,100 

273 

241 

Nitrates 

3,000 

— 

5,000 

271 

241 

Oil 

24,500 

666 

— 

— 

204 

Shippmg 

6,400 

298 

800 

61 

42 

Telegraphs and Telephones 

6,900 

422 

12,400 

570 

496 

Tramway 

Foreign Kails 

9,600 

601 

11,600 

531 

158 

j 29,700 1 


65,400 

3,096 

974 

Gas 

V 1,639 1 

400 

22 

— 

Waterworks 

J 

1,800 

81 

— 

Total 

175,500 

22,654 

1 383,700 

1 18,192 

5,585 


1932 


Dominion and Colonial Kails 

62,500 

1,616 

159,000 

7,088 

227 

American Rails 

18,200 

308 

9,700 

571 

— 

Banks 

25,600 

1,472 

18,000 

862 

268 

Breweries 

1,300 

24 

100 

5 

— 

Canals and Docks 

1,600 

1,946 

2,800 

1 

— 

Commercial and Industrial, 

63,700 

5,613 

24,400 

1,321 

602 

Electric Light and Power 

15,200 

1,023 

30,700 

1,536 

1,095 

Financial, Land and Invostmt 

26,800 

626 

25,000 

1,013 

393 

Iron, Coal and Steel 

6,800 

198 

10,000 

506 

62 

Mmes 

56,800 

6,975 

6,600 

462 

76 

Nitrates 

3,000 

— 

6,300 

226 

78 

Oil 

20,300 

140 

— 

— 

208 

Shipping 

6,600 

342 

800 

47 

62 

Telegraphs and Telephones 

6,000 

494 

10,000 

558 

31 

Tramways 

10,600 

113 

11,200 

649 

12 

Foreign Hails 

1 

] 

60,600 

2,340 

425 

Gas 

]■ 19,000 1 

V 1,2251 

400 

22 

— 

Waterworks 

J 

j 

— 

6 

52 

Total 

344,000 

22,115 

376,200 

17,113 1 

3,671 


^ Owing to great preponderance of bearer securities in the categories Foreign 
Hails, Gas and Waterworks, the estimates for share capital and dividends m 
these three sections are only approximations 


Dividends received by British investors in 1932 showed httle 
change on balance from those of the previous year, although there 
were some important changes in individual categories The 
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slump in railway tiaffic leceipts vas reflected in a sharp decline 
in distributions by Ameiican and Canadian lailway coinjianies, 
while cbvidends fiom investments in foieign and colonial banks 
also sbov'ed the effects of the depression On the other hand, 
American and Canadian dividends v eie liighei in terms of sterhng 
in consequence of the depieciation of the pound, while jMimng 
dividends inciea&ed by £3 million as a lesiilt of the highei price 
of gold ^ The following figures illiistiate the tiend over the last 
five years of dividends accruing to British investois fiom holdings 
in foreign and colonial companies 

Diindends on British Holdings in Foreign and Colonial 
Companies 


Amotmt of 3Dividonds Percontago of 

roc ei\ ed Capital 


1929 

1930 

1931 

1932 

1933 (provisional e&timato) 


£42 0 million 
11 7 „ 

22 7 „ 

«>-> 1 a 

L 

22 G 


<3 

h 1 
f> 0 
b 4 
b b 


/o 


In spite of the fact that remittances in respect of Gokl-mining 
shares are estimated to have increased by £3 milhon and although 
dividend payments were resumed on othei classes of capital m 
1933, the provisional estimate for that year indicates httle change 
on balance To a large extent this is, of couise, due to the fact 
that dividend jiayments in 1933 reflect the earnings of the previous 
year, but a further important consideration was the loss to 
Biitain of the benefit of sterling depreciation after the abandon- 
ment of the Gold Standaid by the Umted States and the sub- 
sequent depreciation of the Ameiican and Canadian dollars 

The decline in the rate of dividend from 9 6 per cent in 1929 
to 6 6 per cent in 1933 was not as gieat as the corresponding 
decline from 8 4 to 3 3 per cent in the case of registeied British 
compames (see j) 372) The latiei, particulaily Tea and Bubber 
producers, felt the incidence of depression lather earher and more 
severely than foreign compames , but, as a result of the adjust- 

^ In individual sections of the above table, the rate of dividend declined 
between 1931 and 1932 as follows Dominion and Colonial Rails from 6 9 to 
2 6 per cent , Oil 2 3 to 0 7 per cent , Banks 6 4 to 5 7 per cent , and Tram 
ways 5 3 to 11 per cent On the other hand, increases occurred as follows 
Commercial and Industrial 7 3 to 9 0 per cent , Mines 5 8 to 12 3 per cent , 
Canals and Docks 96 to 122 per cent 

® The final estimate for 1932 is larger than the provisional estimate con 
tamed m a previous article, the benefit from the higher price of gold having 
been greater than anticipated 
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ments they have heen able to make, are now in a better position 
to take advantage of an improvement in general conditions 
For this reason a more rapid recovery in dividends may be 
expected in the case of British companies in the near futnre 

As regards interest on Loan Capital, Table VI shows that 
the favourable effect of exchange depreciation on sterhng income 
from abroad was insufficient to offset the extension of default in 
1932, there was a decline of about £1 inilhon in this item In 
this connection it is woitli noting that the benefit of exchange 
depreciation was smallei in the case of bonds than of shares, as 
the indebtedness of the compames in question consisted largely 
of sterhng loans The effect of default in respect of suspension 
of sinking fund operations and postponement of maturities was 
both percentually and absolutely much greater in 1932 

Summary. 

In the following table the complete results for 1932 are sum- 
mansed and compared with those of previous years 

Table VII 

Nominal Amount of Biifish Oveisea Investment %n Quoted 
Securities , Interest and Dividends received and Loan Capital 

Repaid 

{£000’s ) 



Capital 

Income 

Repay- 

ment 

1930 




Foreign, Dominion and Colonial Governments 
and Mumcipab.ties 

British Companies Abroad 

Foreign and Colonial Companies 

1.437.000 

1.205.000 
783,000 

64,666 

76,466 

51,043 

19,681 

9,565 

9,697 

Total 

3,425.000 

192,175 

38,933 

1931 




Foreign, Dominion and Colonial Governments 
and Mumeipalities 

British Compames Abroad 

Foreign and Colonial Companies 

1.441.000 

1.210.000 
759,000 

65,920 

48,747 

40,846 

16,267 

4,900 

5,586 

Total 

3,410,000 1 

155,513 

26,752 

1932 




Foreign, Dominion and Colonial Governments 
and Mimicipahties 

British Compames Abroad 

Foreign and Colonial Companies 

1.432.000 

1.204.000 
719,000 

62,377 
! 42,513 
39,228 

39,686 

4,776 

3,671 

Total 

3,355,000 

144,118 

48,033 
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iTicome from British Overseas Investments. 

In the previous table the nominal amount of British capital 
invested abroad in negotiable securities at December 1932 is 
put at £3,355 million The income obtained b^^ wav of interest 
and dividends received is estimated to have been £144 ^ million 
in 1932, equivalent to an aveiage return of 4 3 per cent To this 
must be added the amount derived from investments not included 
in the table, ^ e such as investments in property, mortgages, 
etc , and securities not dealt in on the London market The 
amount of these investments in terms of nominal values w^as 
roughly estimated at £290 milhon in 1931, consisting largely 
of security holdings by Investment Trusts and Insurance Com- 
pames An examination of the investment lists of a number of the 
former shoivs that duiing 1932 advantage w^as taken of the depre- 
ciation in steihng to efect a reduction in holdings of foreign 
and domestic dollar bonds , although this w as to some extent 
offset by the acquisition of Austrahan dollai bonds yielding 
substantially more than the conesponding sterling issues Pend- 
ing a thorough examination, the amount of these investments at 
Decembei 1 932 is approximately estimated at £285 million ^ 


Table VIII 

Income from British Oversea Investments 1929-33 ^ 



1929 

1930 1 

1931 

1932 

1933 

horeign. Dominion and Colonial Gov 
ernments and Mumcipahtios 

61 7 

r>4 7 

65 9 

62 4 

62 5 

British Companies (registered m the 
UK ) 

SC> 0 

lb 5 

48 8 

42 5 

40 6 

Foreign and Colonial Companies (le 
gisteied abroad) 

bl 7 

51 0 

40 8 

39 2 

i 39 6 

Other Investments ^ (not covered by 
above) 

18 5 

16 8 

13 2 

12 3 

12 2 

Total 

230 9 

209 0 

168 7 

156 4 

154 9 


The forecast of £154 9 million for 1933, based on the estimate 
of British Oversea Investments as at December 1932, indicates 

^ This figure does not allow for remittances to meet Head Ofiice expenses 
or for receipts or outgomgs in connection with allocations to or drafts on reserves, 
2 No great accuracy is claimed for this figure, since it is intended to cover 
not only security investments but also a large number of miscellaneous oversea 
assets of companies and individuals to which m any case a nommal value can 
only be somewhat arbitrarily assigned 

® The figures for 1933 are provisional estimates 

* The average rate of income derived from these investments is assumed to 
be the same as that obtamed from negotiable securities 




378 


THE EGOHOMIC JOXJBHAL 


[sept 


that the dechne in the income from these investments during 
the past five years has now almost been checked and that for 
reasons given below it is probable that it reached its lowest level 
in 1933 It IS remarkable that even in that year the average 
rate of income still appeals to have been as high as 4 3 per cent ^ 
compared with an average rate of 6 17 per cent in 1929 — 


Average Rate of Income on Long-Term Investments 


Amount of Income Percentage of Capital 


1929 

19,J0 

1031 

1932 

1933 (piovibioziai) 


£230 9 million 
209 0 
168 7 
166 1 
154 9 


6 17% 
5 61 
4 56 
4 30 
4 26 


Tins IS due to the fact that of a total of £3,355 nuUion of 
British capital invested in negotiable securities, £2,195 miUion, 
or very nearly two-thirds, consist of bonds and debentures, and 
although default has reduced the interest normally obtained 
on these bonds, the reduction is small compaied with the dechne 
in receipts aiising from equity stocks For 1934 the prospects 
of a greater income seem favourable In spite of increasing 
tiade restiictioiis, the dechne in world tiade has been jiaitially 
checked, a greater degiee of curiency stability ^ has been attained 
and a substantial use has occiiried in the prices of impoitant 
j)iimary commodities pi educed by Biitish compames abroad ^ 
Thus not only has an inciease in earnings been made possible, 
but the external indebtechiess of many countries has at the same 
time been rendeied less burdensome 

The outlook for an improved rate of income from oversea 
investments is undoubtedly better On the other hand, the 
reduction in that part of these investments consisting of loan 
capital must through the operation of sinking fund and maturity 
repayments, together with the increasing repurchase by foreign 
nationals, continue until Domimon and foreign lending is resumed 

^ The extent to which de JaUo stabilisation already exists is insufiB-oiently 
realised by many who persistently advocate th® stabihsatioii of the pound The 
sterlmg area now comprises the Crown Colonies, Egypt, India, Australia and 
Now Zealand, South Africa, the Scandmavian countries and the Argentme 
Moreover, through the operations of the Exchange Equahsation Account a close 
relation has also been inamtained between the gold currencies and the pound 
durmg the past six months 

^ With the incroaso m eammgs it is becoming the general practice to place 
a larger proportion of net profits to reserve and consequently dividend payments 
will not fully reflect the improvement 
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on an appropriate scale The modification of Biitam’s creditor 
position IS illustrated hy the following figures 



British Subscription 

Bepaymont to the 


to New Oversea Issues ^ 

United Kingdom 

1929 

t90 million 

£49 million 

1930 

98 

39 „ 

1931 

41 „ 

27 „ 

1932 

37 

48 „ 

1933 (piovibiuual) 

60 „ 

55 „ 


Thus, in addition +o the moderate repatriation of capital 
through the sale of dollai bonds, etc , during the last two years, 
repayments alone by way of sinking funds and maturities have 
actually exceeded new oversea issues ^ To some extent, no 
doubt, the incidence of the Tieasury ban on foreign loans has 
been responsible for this tiend, but even in the absence of this 
embargo, the flotation of new foreign issues is for obvious reasons 
hardly practicable at the moment Moieover, although Britain’s 
fiscal pohey and the abandonment of the Gold Standard were 
effective in ehminating the adverse balances of 1931 and 1932, 
the improvement m domestic trade has necessitated larger imports 
of raw matenals, with the result that the balance of payments has 
probably resumed its adverse tendency While for the moment 
this IS being met by an increase of foreign and Domimon sight 
deposits in London, there is nevertheless a certain danger that a 
persistently adverse balance may create conditions favouring 
further repatriation of long-term capital in addition to the 
normal reduction in total investments tlirough sinking fund and 
maturity repayments 

Robert Kendbrsley 

^ The figures exclude conversions, but not new issues, the proceeds of which 
have been used wholly or in part to effect redemption, as such repayments are 
already mcluded m Table 11 

® Repayments in 1933 were, however, exceptionally heavy 



FURTHER DATA ON THE NATIONAL INCOME 

The determination of the national income is not unlike the 
tracing of an asymptotic curve m geometry, where the exact 
straight line can never be attained, but 'where we are constantly 
approaching nearer to it , with the further proviso that after a 
certain stage further investigation must yield diminishing returns 
But we are nowhere near that yet 

The Census of England and Wales (1931) Occupation Tables, 
the Occupations and Industries volume of the Census of Scotland, 
final reports on some industries from the 1930 Census of Production 
and provisional reports on the others, reports on the Agncultural 
Output of England and Wales and of Scotland, and the 76th 
Report of the Commissioners of Inland Revenue, all recently 
pubhshed, make it possible to bung all the basic information 
about the National Income up to date as far as 1931, and to 
prepare a good (but not yet final) estimate for that year Then 
basing ourselves on this foundation ve can carry forward approxi- 
mate estimates of the National Income up to the present day, 
with some interesting results 

The economist may still grumble at the delays in the pubhcation 
of the above documents, which have only just now made available 
information relating to the years 1930 and 1931 But there has 
been some speeding up during the last few years, as compared 
with, say, the publication of the 1924 Census of Production, for 
which we are all grateful 

Statistics of income tax assessments are now far more com- 
prehensive than they have ever been before The Finance Act 
(No 2) of 1931, passed dunng the week of crisis which preceded 
Britain’s departure from the gold standard, enacted among other 
provisions the lowering of the exemption hmit for earned income 
to £125 This provision, though it must have been the despair 
of Inspectors of Taxes, has been of enormous advantage 
statistically It has meant that the incomes of practically all 
salary earners and entrepreneurs have been brought within the 
net of assessment, even though the great majority of the small 
incomes are entirely exempted from tax by the operation of 
rebates and allowances 

One other change in methods of calculation will be made in 
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this article, namel;>, with legaid to incomes fiom agriculture 
The farmer alone of all classes is exempted from making a full 
return of his income, and is assessed on a conventional assessment 
which m fact seriously undei -states his net eainmgs As we can 
get full information fiom direct sources about the value of the 
net output of agricultuie, figures of wages, rents, and profits 
earned in agriculture will not be included in the calculation of 
the national income as such 

The number of persons assessed to income tax under the 
operation of the present exemption limit was 8,200,000 m 1931—2 
and 8,000,000 m 1932—3 This decline is accounted for by the 
falling assessments on wage-earneis, and the number of non- 
wage-eamers assessed may be taken at appioximately millions 
The great majority of these are undei Schedules D and E (profits 
and salaries), m which schedules the assessments of 1932—3 
represent on the whole the incomes earned m the jy^ear 1931 

Omitting assessments on wage-earncis and on fanners, 
assessable income earned in 1931 (Actual Income m the Inland 
Revenue report) is given as £2,031 milhon This includes ceitain 
rents and tithes obtained from agiicultuie The Ministry of 
Agriculture give £36 7 milhon as the gross lent of agricultuial 
land m England and Wales for 1931 Reducing this to a net 
rent basis we get approximately £30 million for England and 
Wales, or £36 milhon for the UK To this should be added 
£3 million of tithe, giving £39 million 

The total of assessable income which forms our starting-point 
IS therefore £1,992 million We may deduct £120 milhon for 
unclaimed losses (which were clearly much higher than in 1928) 
and add £50 million for evasion and £40 million for the incomes of 
chanties, etc Rates and social insurance paid by employers, 
allowed as deductions before their incomes are assessed to tax, 
have been estimated at £115 million, and the amounts written 
ofi stocks of goods (also reckoned as a deduction for income tax 
purposes but not for national income calculations) at approxi- 
mately £100 Government income from Post Office profits 
and international transactions was £27 milhon Deductions 
must be made on account of interest payments on the National 
Debt (£259 milhon) and income due to foreigners (£25 milhon) 
We thus obtain a total non-agricultuial income of £1,920 milhon 

The net output of agriculture may be calculated as follows 
The value of agricultural produce sold off farms was returned as 
£240 4 million for Great Britain for 1930-1, or £252 million 
approximately for the United Kingdom Prom this we must 
No 175 VOL XLIV cc 
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deduct the materials purchased from outside the agricultural 
industry 

Assuming that half the barley imports, three-quarters of the 
oats imports, and the whole of the maize imports are for 
agncultuzal use, we have the followmg figures for 1931 


Materials purchased by Agriculture, 1930--1 


Imports 

(£m ) 

Home Production 

(£m) 

Feeding stuffs 

20 0 

Fertilisers 

5 0 

Fertilisers 

2 0 

Feeding stuffs ^ 

17 7 

Seeds 

Store and bieedmg cattle 

0 b 

8 4 

31 0 

Machinery 

1 8 

24 5 


^ Including the not values added by milluig 


This gives a total of £35 5 million We may add 16 per cent 
for the cost of transport and merchantmg, giving £Q4: milhon, 
which we may raise to £70 milhon to include all other minor 
expenses of production which represent payments outside the 
industry. 

We thus have a net output of agriculture of £182 milhon, 
which IS distributed as follovs (see below for vage total) 

Distribution of the Product oj Agriculture, 1930—1 



£m 

Gloss rent 

43 

Tithe 

3 

\\ ages 

66 

Farmers’ profits 

70 


The farmers’ profits represent an average income of about 
£2 85 per acre of crops and grass before providing for writmg 
down of stock against falhng prices It seems fairly clear that 
farmers’ profits are now higher than in 1931 

Our total of income is now £2,102 milhon We have included 
approximately 5,250,000 assessable incomes, excluding all wage- 
earners We must add to this some 100,000 to represent small 
farmers who are not at present assessed at all, and 250,000 for 
married vomen engaged in salaried and busmess occupations 
(Married women are not counted as separate mcomes in the 
totals ) Pot comparison with the statistics of occupied population, 
we thus have a total of 5,600,000 incomes mcluded in the 
assessments 

No satisfactory estimate is available of the number of 
unoccupied and retired persons in receipt of independent incomes 
above the tax exemption hmit There are over 100,000 
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unoccupied men betv^een the ages of 21 and 05 (excluding 
students) One hundred and seventy thousand men below the age 
of 65 are descnbed as letired, and 735,000 men of 65 and over are 
described as unocciii)ied and retired, in Gieat Britain 080,000 
men of 05 and over veic still in occupations An analysis of 
these men over 05 who are still occupied ” is of some interest 
20 per cent are unemiiloyed, 30 per cent are in managerial 
positions, 8 pel cent aie clerical and professional workers, 9 per 
cent agricultural voikers, and the lemainder manual workers 
m industiy 

It is clear from the above that some 65 per cent of these will be 
claimants for old age pensions, or 440,000 The total number of 
old age pensions jiaid to men in Great Britain in 1931 was just over 
1,000,000 It thus appeals that of the 735,000 unoccupied men 
over 05, some 175,000 veie non-claimants for pensions, and the 
majority of these weie piobablv in possession of incomes of over 
£100 a year (the exemjition limit for unearned income) 

Some of those in receipt of old age pensions will also be in 
possession of incomes fiom other sources, but the numbers in 
receipt of an assessable income will be small Pensions at 
reduced rates aie paid to claimants under the Old Age Pensions 
Acts who are in possession of means above a certain amount, 
but these are paid to only 3 per cent of the claimants The 
income limit at which the reduced pension rates begm to 
operate is not very far removed from the income tax assessment 
hmit 

The maximum number of incomes of unoccupied men which 
have been included in the tax assessments will be 


Unoccupied men under 65 

100,000 

Retired men under 05 

170,000 

Men ovei 05 not claiming pension 

175,000 

Pensioneis with means 

40,000 


485,000 


The numbers involved are probably about 400,000, oi 2 6 per cent 
of the adult (over 21) male population 

For unoccupied females it is even more difficult to make an 
estimate The private incomes of unoccupied married females 
are assessed with those of their husbands The number of adult 
females unmarried or widowed is 6,226,000, and we can assume 
that a rather smaller proportion of these — ^perhaps 2 per cent — 
are m receipt of independent assessable incomes 

The number of unoccupied persons assessed to income tax in 
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the UK IS thus of the order of magnitude of 630,000 The 
figure of £2,102 million, given previously, thus covers the incomes 
of some 5,050,000 occupied persons 

The scope of the Inland Revenue statistics enables us to 
obtain comprehensive and accurate totals of the incomes of all 
classes except wage-earners For the incomes of wage-earners, 
the Inland Revenue assessments cover only about a third of their 
numbers, and also, as the majority of those assessed are not, 
in fact, liable to tax, the statistics are perhaps not so carefully 
and comprehensively prepaied as they are in the case of the 
incomes of salaiy-earners and business men As good statistics 
about wages can be obtained from other sources, the assessments 
on wage-earners have been omitted fiom the Inland Revenue 
totals 

It should be noted that for statistical purposes the Inland 
Revenue regard shop-assistants, clerks and workers of similar 
status as salary-earners This point had, I think, escaped the 
notice both of Dr Bowley and myself in previous work, and is 
responsible for considerable ambiguities in the wage totals 

The Inland Revenue statistics are therefore considered our 
source of information for the incomes of all salary-earners and 
entrepreneurs down to £125 pei annum, and from knowledge 
of the frequency distiibution of the incomes of small independent 
workers and of the lower-paid salary-earners we shall be able 
to make a fairly good estimate foi the earnings of those receiving 
below £125 per annum in these classes 

The 1931 Census of Population has introduced one considerable 
change m classification of industrial status Hitherto the 
classification has been into employers, employees and workers 
on own account Reflection will show that this leaves ambiguous 
the position of a large and increasing number of managers of 
shops, factory departments, etc , who aie technically employed 
by a company but whose status is almost exactly the same as that 
of an independent employer The Census authorities, therefore, 
are no longer attempting to separate employers from managers, 
but have created the two new grades of Managerial and Operative 
persons These terms are considered to be self-explanatory 

We may begin by effecting a classification on these lines of 
the occupied employed population of Great Britain as given by the 
Census of 1931 In this Census, for the first time, those out of 
w’-ork on the date of the Census are tabulated separately We 
may divide the class of operatives into three First, all the 
clerical, professional and commercial workers — the class which 
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IS vulgarly but piecisely defined as the white-collar class — "who 
aie described as salaiied w orkei s for stat istical puiposes Secondly, 
workers in agiicultuie and fisheiy Thirdl3% othei manual 
w Olivers 

The totals foi Gieat Britain aie as follows 


Occupied Populatio7i of Great Biifain, Apnl 1931 
(OOO’s ) 



Males 

Females 

Managerial 

1,028 

132 

Woikmg on own account 

921 

351 

Clerical, commercial and professional v^oikeis 

2,207 

1,491 

Agriculture and fishing (operatives) 

892 

44 

Other manual w orkers 

8,0 r> 1 

3,678 

Unemployed (nut in<lu<led above) 

1,968 

337 

Total 

13,031 1 

0,273 


^ Including &oine 230,000 men not shown in the Census owing to absence 
abroad with the Foices or in the Merchant Service 


The first three classes total 6,150,000, or say 6,320,000 for U K 
Of these, 5,050,000 have already been included in the income 
tax assessments, leaving some 1,270,000 to be accounted for 

We may assume that viitually the whole of the managerial 
class IS m receipt of incomes above £125 But we shall have some 
check on our calculation if we can make independent estimates 
of the numbeis of people with incomes below £125 in the next 
two classes 

The numbers working on their own account, excluding 
smallholdeis, w^hose incomes have been reckoned by the net 
output method, total some 1,100,000, or 5 2 per cent of the 
occupied population An inquiry by sample into the earnings 
of independent w^orkers was made in the course of the Social 
Survey of Merseyside, and the results were jiublished Mr H J 
H Parker (JBSjS, 1932) The independent w^orkeis included 
represented 9 per cent of the working-class population but in 
the Survey the definition was diffeient from the Census definition 
(cf Social Survey of Meiseystde, Vol II , p 218) The Survey 
sample of 1 m 30 gave the incomes of 625 independent workers, 
excluding all those estimated to have incomes over £5 per w^eek 
The estimated number of independent workeis (by the Census 
definition) in the Merseyside area in 1931 w^as 28,000, so it appears 
that over a thud of the independent workers earned above the 
Survey income limit of £5 

Of the independent workers in England and Wales in 1931, 
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27 per cent were shopkeepers and 6 per cent were hawkers 
Beweighting Mr Parker’s figures as between shopkeepers, 
hawkers and other workers, and assuming that 35 per cent 
earned over £5 a week, we get the following income-distribution 

Earmngs of Self -Employers {Me'i seyside A'iea) A) p a 


Under £78 22 8% 

Over £78 and under £156 24 6 

Over £156 and under £260 17 6 

Over £260 35 0 


Some 40 per cent of the total number appear to earn less than 
£125, with an average income of £72 

Applying these figures nationally, we obtam a total of 440,000 
persons, with an aggregate income of £32 million, outside the 
scope of assessment There remain some 830,000 workers still 
to be accounted for, out of the 32 millions of clerical, commercial, 
etc , operatives 

Data concerning the frequency distribution of salaries were 
collected by Prof Bowley in 1924 Unfortunately there is 
very httle homogeneity between different sections of this large 
class of salary-earners ” The proportion receiving less than 
£125 varied, among males, between 3 per cent for teachers and 
7 per cent for insurance cleiks, to 15 jiei cent for industrial 
clerks and 21 per cent for commeicial clerks For male shop- 
assistants, the Ministiy of Labour inquiry of 1925 into earmngs m 
the drapery, groceiy and butchery trades show^ed in each case that 
approximately 45 per cent were receiving under £125 per annum 

For female salary-earners the percentages ranged from 10 per 
cent among bank clerks and 14 per cent among teachers to 74 and 
72 per cent among mdustrial and commercial clerks respectively 
For female shop-assistants the above inquiry showed 90-95 per 
cent receiving below £125 

Of the male salary-earners ” as defined for this investigation, 
20 per cent were shop-assistants and 25 per cent were professional 
men of whom practically ah were receiving over £125 a year 
The remainder probably came within the range covered by 
Professor Bowley’s investigation For females the proportions 
were shop-assistants 30 per cent and professional occupations 
(including teaching) 30 per cent 

In the range of occupations (other than teaching) covered by 
Professor Bowley’s investigation, the median percentage of 
males below £125 was 14, and for females 54 Assuming that 
in the professional occupations 15 per cent of the females and 
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none of the males received under £125, and using the above 
figures for shop-assistants, get for the whole class of salary- 
earners a weighted average of 17 per cent of the males and 54 per 
cent of the females in receipt of less than £125 This gives 
a total of approximately 1,200,000 as against the 830,000 
anticipated 

This error is in the right direction It shows the income 
tax statistics to be more comprehensive than might have been 
anticipated from independent data of the frequency distribution 
of small salaries and profits This discrepancy represents, so 
far as can be seen, the income of men whose earnings are 
below £125, who are brought within the scope of assessment 
owing to their having in addition some small income from 
property, or by the earnings of their wives The amount of 
income involved is about £40 milhon Sir Josiah Stamp, v orlang 
by a quite different method, gives £35 million (± £5 milhon) for 
1924 as the amount of incomes below the then exemption limit 
(£150) brought into the scope of assessment by ownership of 
property, etc 

We shall therefore retam the figure of 830,000, as we may take 
it that the outstanding £40 million of income has already been 
included in the tax assessments 

A study of the frequency distributions given by Professor 
Bowley indicates approximately £70 as the average earnings of 
males in this class (under £125) and £92 of females That the 
average for females should be higher than for males is an interesting 
statistical paradox, which can, however, be readily explained 
(cf Bowley and Stamp, loc c%t ) The weighted average is £85 
and the aggregate income £71 milhon 

To our previous total of £2,102 milhon, we must now add 



£m 

Profits below exemption hmit 

32 

Salaries ,, ,, 

71 

Property! „ 

35 


giving a total of £2,240 milhon This represents the whole 
national income other than wage-earmngs 

An inquiry conducted by the Ministry of Labour in conjunction 
wnth the 1930 Census of Production is giving us the aggregate 
wage-bill of a large sample of firms in each industry for the 
yeai 1930, and also the actual average earmngs {i e allowing 
for short time) of male and female workers in the various industries 

^ cf Inland Revenue Report 
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m a certain. \^eek m October 1931 The scope of this inquiry 
IS conveniently defined so as to include only manual workers, 
^ e it does not overlap with the Inland Bevenue statistics of 
salaries Unfortunately, however, the Census of Production only 
covers manufacture, mining, and building, employing only some 
six and a half million manual workers out of over twelve milhon 
manual workers (defined as above) shown by the 1931 Census 

Other data must therefore be sought with regard to the 
earnings of approximately six milhon manual workers in non- 
mdustnal employment (transport, domestic service, agriculture, 
etc ) We must first of all define our numbers exactly by a 
comparison between the Census of Production and the Census 
of Population figures The provisional returns from the 1930 
Census of Production show 6,784,000 w^orkers Firms employing 
ten or fewer workers were excluded, and on the basis of the 
1924 returns this is estimated to represent a 6*56 per cent 
deficiency Returns were also outstanding from firms employing 
165,000 workers, or 2 31 per cent of the total, in 1924 An 
addition of 8 87 per cent should be, therefore, made to the 
published figures for 1 930 

In order to make comparisons between the Census of April 
1931 and returns showing (on the whole) average employment 
figures for the >eai 1930, we must take into account the fact 
that the total amount of mdustiial employment was changing 
rapidly at that period The number of insured workers m 
employment m industries within the scope of the Census of 
Production fell from an average of 6,767,000 in 1930 to 6,340,000 
in April 1931, a decline of 6 31 per cent 

A final correction is on account of those absent from work 
through illness, representing probably an addition of some 
3 J per cent to the Census of Production figures For comparison 
with the Census of Population, therefore, we must add 6 1 per 
cent to give the following figures 


Estimated Numbers Employed in Industry in Gieat Britain, 1931 

(OOO’s ) 



Males 

Females 


Under 

18 

18 and 
o\ er 

j Total 

Under 

18 

18 and 
over 

Total 

Clerical and admmis 
trative workers 
Manual workers 

40 

46 1 

496 

4,471 

636 

4,932 

33 

369 

158 

1,172 

191 

1,641 
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We are thus left to account for 3,103,000 male wage-earners 
and 2,137,000 female wage-earneis outside the scope of industry 
We cannot at present identify these workers industiially, 
but we can identify the principal outstanding occupations 
Ow mg to the overlap between industrial and occupational 
classifications, a few workers showui under some of the occupa- 
tional headings below may already have been included under 
the heading of manufacturing industry The following figures 
are only intended to give a weighting for the calculation of an 
average wage for a class of workers whose total numbers are 
deduced from other sources 

Numbers of Certain Classes of Non-industrial Workers m Great 

Britmn, 1931 

(OOO’s ) 



Males 

Females 

Railway running staff 

276 

1 

Road transport workers 

612 

6 

Seamen and dockers 

184 

1 

Warehousemen 

243 

155 

Postmen 

75 

2 

Armed forces (oxc officers) 

17^ 

— 

Domestic servants 

87 

1,364 

Catering 

81 

107 

Laundries 

11 

121 

Office cleaners and earetakeis 

39 

170 

Total of above 

Men servmg abroad 

1,781 

250 

1,927 


Under these headings we can account for 65 per cent of the males 
and 90 per cent of the females 

Very conveniently, the Ministry of Labour inquiiy in 
connection with the Census of Production, referred to above, 
strayed a little beyond the scope of the Census of Production 
itself, and gave us figuies of average earnings for two important 
groups — ^Tram and Bus Service and Carting and W'arehousmg 
These averages are based on large samples Average earnings 
m laundries were obtained for 1929, and special inquiries into 
average earmngs in the catering trade, including the estimated 
value of tips and allowances in kind, were made in 1925 and 
1929 Earnings on the railways (including those of the shop and 
artisan stafi) were exactly ascertained by the Ministry of Transport 
Railway wages are probably not representative of wages in the 
other trades included in this table, and so they are calculated 
as a separate total (The shop and artisan staff of the railways 
are enumerated under the Census of Production ) 
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The average weekly earnings for male workers calculated by 
the Ministry of Labour under the two heads given above are 
6Qs lOd^ for tram, bus and coach drivers and conductors, and 
545 5d for carters and warehousemen The latter trade employs 
a considerable number of females at an average wage of 255 a 
week 

In the catermg trade, 16 per cent of the male and 27 per cent 
of the female workers are under 21 The average earnings for 
adults, as given in the two inquiries, come to 635 and 405 
respectively (all-mclusive) Taking 255 and 205 as the inclusive 
earnings of boys and girls, we obtain an average of 565 l\d 
for males and 345 Id for females 

Lor postmen, where very few juveniles aie employed, the 
average earnings may be put at 575 6d The same applies to 
seamen and dockers, where the averages may be taken at 625 
and 605 a week (seamen^s wages inclusive of keep) The average 
pay (including allowances and the value of keep) of men m 
the Forces is some 475 per week Lor male and female domestic 
workers the average value of earnings (inclusive of keep) are 
taken at 6O5 and 305 per week Lor charvomen, office -cleaners, 
etc , the average earnings vtII probably onlv be £1 a week The 
average earnings of female laundry woikers are approximately 
255 a eck 

The weights used in the calculation below aie obtained from 
the previous table, including sailors, etc absent on the Census 
day, and making a rough allow^ance for the overlap of occupational 
and industrial classifications 


Average Earnings of Non-indust'tial Workers, 1931 


Males 

Females 


Weight 

Average 


Weight 

Average 



earmngs 



earnmgs 



^ d 



s d 

Tram and bus 

3 

66 10 

Waiehousmg 

2 

25 0 

Carting and waio 



Catering 

3 

34 5 

housing 

4 

54 5 

Domestics (legu- 



Catering 

1 

56 11 

lai) 

12 

30 0 

Postmen 

1 

57 6 

Charwomen, etc 

6 

20 0 

Dockers 

2 

60 0 

Laundries 

3 

25 0 

Forces 

4 

47 0 




Seamen 

2 

62 0 




Domestics 

1 

60 0 




Weighted 



Weighted 



average 


57 0 

average 


27 3 


We are now m a position to assemble full information on wages 
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The final figures for the 1930 Census of Production aie only 
available for the Textile, Clothing, Leather and Metal and 
Engineering mdustiies Erom these repoits the aggregate vages 
paid m 1930 by firms employing over ten workeis can be calculated 
directly The reports also give the numbers emploved by the 
smallei firms, and the Ministry" of Laboui collected separate 
returns of the a\ eiage vages paid by small firms (whicli in nearly 
eveiy case were veil below those paid by larger firms) The 
total V ages paid in a year v ere thus estimated 

For othei industries only provisional figures of employment 
are available, and no reports on the aggregate wage bill The 
employment figures are first coriected for outstanding returns, 
and then multiplied by the a\erage weekly Gainings for each 
industry as rcpoitecl by the IMimstry of Labour Scpaiate 
calculations are made foi laigc and small firms In conveiting 
veekly figures into annual a mnltqilici of 50 5 is used Tins 
makes allowance foi customary hohdajs, vhich holidays involve 
loss of pay to the majoiity of indiistiial workers 

In these industries allowance has to be made foi changes in 
wage rates between 1930 and October 1931 (the date to which 
the figures of average weekly earmngs refer) Particulars of 
these changes, and the aggregate gam or loss of income involved, 
are recorded by the Mimstiy of Labour for the principal industiial 
groups 

The figures which follow are inclusive of Northern Ireland. 


Aggregate Wages paid in Industry, 1930 

£m 

Final figures Textiles 93 91 

Leather 5 62 

Clothing 53 73 

Metal and Engmeeiing 210 44 

Provisional figures Brick, potteiy^, glass, chemicals 46 10 

Paper and punting 45 47 

Building and contracting 79 13 

Coal-mimng 103 23 

Public utihty and Government In- 

dustrral Estabhshments 70 17 

Other mdustiies 102 47 

Total 816 3 

Bailways (artisan and running staff) 83 4 
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Wages m coal-mimng are not calculated by the Ministry of Labour, 
but the Mines Department figures covering 96 per cent of the coal 
raised are available, which show the number of shifts worked 
and the average earmngs per man-shift 

For non-industrial workers (other than agricultural) we have 
the general average weekly wages of 575 for males and 21s Zd 
for females calculated above The numbers to whom these are 
apphcable are 3,103,000 and 2,137,000 respectively for Great 
Britain, to which some 2 per cent may be added for Northern 
Ireland In converting these weekly figures into annual an 
allowance must be made for sickness as well as hohdays, and a 
multiplier of 48 7 is used We thus obtain a total of £582 milhon 

In agriculture the aggregate paid in wages can be approxim- 
ately obtained, though, as explained above, this total is not at 
present required for the calculation of the national income 
For the period 1 930-1 the Mimstry of Agriculture calculated that 
average weekly earmngs, including the value of all allowances 
in kind, overtime and harvest payments, were 375 for horse- 
men, 395 Id for stockmen, and 335 Zd for other agricultural 
workers The relative numbers of these classes of voikers are 
almost exactly in the latio 115 For lads under 21 we may 
assume an average wage of £1, and foi female workers (whose 
average wage is about od an hoiu) the same We may assume 
further that casual woikeis obtain on the average 35 weeks’ 
work per year, and that legulai woikeis (other than horsemen 
and stockmen) lose on the average one week’s work per year in 
unemployment, holidays, etc These assumptions give us an 
average annual income of £89 6 for the regular adult male worker 
(£99 4 for stockmen and horsemen and £85 8 for others), £59 for 
casual men, £50 for regular lads and female workers, and £35 
for casual lads and females 

Applying these to the average of the numbers recorded as 
employed in England and Wales in the different categories in 
June 1930 and June 1931, w^e obtain a total of £53 9 million for 
England and Wales 

In Scotland precise figures of agricultural wages are not 
available, but they are said to be distinctly higher than in 
England The living -in system is more prevalent and unemploy- 
ment IS probably less Moreover, the proportions of horsemen 
and stockmen are very much higher than in England It will 
be assumed that on the average Scottish wages are 15 per cent 
higher than for the corresponding categories in England This 
gives us a total of £9 1 milhon, or £63 milhon for Great Britain 
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For the U K the total may be taken at £b5 million Wages 
paid m fishery amount to some £2 million 
Our information so far is as follovt s 


Wage Totals 

£ni 

Manufacture and mining (a\ eiage of year 1930) 816 3 

Raih^ays (as at March 1931) 83 4 

Other non-mdu&tiial ^t^orkers (as at April 1931) 582 

Agiiculture and fishery (1930-1) 68 


We requiie to leduce these to a iimfuim basis of the average 
of the yeai 1931, omitting agricultuie m the calculation of a 
national income total The nunibci of insuicd mdustiial Avorkers 
m emplojnnent, vhich has already been given, 6,767,000 for the 
average of 1930, averaged 6 322,000 foi 1931 Foi non -industrial 
vorkeis the niimbeis in emplovment vere 4,252,000 in April 
1931 and 4,269,000 for the average of the year The Ministry 
of Laboui Wage Index a\eiaged 98 4 for 1930, 96 5 for the year 
1931, and 97 for April 1931 The above total for manufacturing 
wages should therefore be leduced by 8 4 per cent to £748 
milhon, vhile the othei totals vill be unchanged The total of 
wages for the year 1931 is thus £1,481 million, or £1,415 excluding 
agriculture, and the National Income £ 3,655 million 

This total IS £156 million larger than my pievious estimate for 
1931, which had been obtained from provisional wage and profit 
data, working on the basis of figures for 1928 and 1929 £100 

imlhon of this is accounted for by the raising of my estimate for 
wages In this last estimate, howwer, the basis is the figures of 
the occupied population as returned in the Census, and the numbers 
are exactly known Wages in the Census of Production industries, 
excluding Public Utilities, in 1930 show a fall of some £40 milhon 
on 1924 But the numbei of non -industrial wage-earners in 
work IS estimated to have iisen by approximately a million 
between 1924 and 1931 The numbers of insured persons m 
work was almost exactly the same in 1931 as in 1924, but there 
had been a veiy large movement wnthm the total from worse-paid 
to better -paid employment For instance, miners and agricultural 
labourers, the two woist-paid classes of workers, numbered 23 3 
per cent of all males in work in 1924 and only 17 8 per cent in 
1931 Wage totals calculated by multiplying together the num- 
bers m employment and the index number of wage rates will thus 
have a considerable downward bias, and the previously estimated 
wage totals for 1928 and 1929 will require an upward revision 
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The Board of Trade estimate shows that £170 million of this 
income was derived from abroad, to which we may add £20 
milhon for stocks written down out of income Home-produced 
income was thus £3,465 milhon, and the final figures for 
distribution among the factors of production were as follows 


Distribution of Home-produced Income 

(£m) 



1911 

1924 

1931 

IVages 

773 

1,413 

1,476 

Salaries 

215 

741 

851 

Rent (land and buildmgb) 

200 

258 

310 

Profits and interest 

624 

989 

828 

Total iiomo produced income 

1,812 

3,401 

3,465 

Income from abroad 

200 

185 

190 


The money value of the net output of industry, including 
small firms, was about 2 per cent less m 1930 than in 1924 The 
money value of the national income for 1930 is particularly 
difficult to determine owing to the great change in the value of 
stocks which took place in that year, but it was certainly distinctly 
higher than in 1924 

Certain comxiarisons between 1921 and 1931 showing the 
changes in the numbers in diffeient occupations can be made 
It must be emjihasised that these figuies refer to occupation 
and not to industr^^ The occujiied iiopulation of England and 
Wales rose by 1,675,000 The number of farmers dechned by 
16,000, and of other agricultural occupations by 66,000 In 
manufacture the number of employers and managers increased 
by 10,000, and of workers by 331,000 Transport workers 
increased by 160,000 In the distributive, jirofessional and 
service occupations the mcrease was 1,249,000 The remainder 
of the mcrease was in undefined workers 

Taking the 1931 national income as a base, we can carry our 
totals forward by the methods described in a previous article 
(Economic Journal, Juno 1933) The provisional results are as 
follow^s 


Increase or Decline from 1931 {Annual Average) Level 

(£m) 



1932 

(year) 

1932 

(second 

half) 

1933 

1934 (on 
basis of 
1st qr ) 

Earnings -f- Profits method 
Consumption + Investment 

— 32 

— 70 

4- 57 

+ 184 

method 

— 43 

— 90 

+ 108 

+ 210 
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The national income thus touched a minimum in 1932, was 
approximately £3,740 million in 1933, and 1934 has opened 
at a level of over £3,850 The money national income is still 
some vay below the 1929 level, but the leal income is now at 
practically the same level, in spite of the loss of foreign income and 
greater unemplo 3 mient 

The second half of 1932 is shown separately because these 
SIX months defimtely marked the w orst point in the trade cycle 
The recovery in the money national income since that point 
has been at the rate of £250-300 million per annum This 
recovery is more lemarkable still when w’-e see that it has been 
achieved on the basis of a gradually falling price level The 
pnce-index (IJ) applicable to all output fell from 93 3 in 1931 
(1927-9 = 100) to 91 0 in the second half of 1932 and to 88 4 
in the first quarter of 1934 The rise in real output has thus been 
at the rate of w ell ovei £300 million per annum 

Certain estimates of the amount of investment at these 
various dates can be made For fixed capital investment 
(including all depieciation and maintenance) moderately good 
estimates can be made by a method given recently ^ 

The gross totals (£m per amium) v ere 


1929 

617 

1931 

565 

1932 (second hall) 

513 

1934 (first quarter) 

558 


It IS estimated that as betv een the two last periods the balance 
of payments has become more favouiable to the extent of perhaps 
£20 milhon a year Investment in v orlang capital, about which 
very httle information is available, is estimated to have increased 
at the rate of some £60 milhon a yeai (Seven hundred and sixty 
thousand additional workers were put into employment in a yeai 
and a half, and there are ceitain moie definite figures a\ailable 
about the extent of restocking by retailers ) 

It appears that the increase m production has been of the 
order of magnitude of 2|- times the increase in investment 

The national income in 1932 may be estimated by my method 
at £3,620 million It is interestmg to compare this with Mr 
Feavearyear’s estimates of consumption (Economic Joubnal, 
March 1934) His total expenditure (£3,462 imllion) for 1932 
includes direct and indirect taxation, rates, and contributions 
to social insurance We may reckon that these all reappeared 

^ Cf London and Camhiidge Economic Service Memorandum, 
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in the form of services supphed by the State and Local Authorities, 
with the exception of the transfer incomes ’’ which totalled 
£567 million (Zoc cit , p 46) and money saved by the State and 
Local Authorities (about £20 million net) We must also make 
an addition to Mr Feavearyear’s total for work done by domestic 
servants, which is not apparently included in his definition of 
consumption, and which totals some £120 million His total 
of expenditure thus comes to £2,995 million It is very unhkely 
that as much as £600 milhon was saved in 1932, and we must 
try to find ways of closing the gap 

A certain estimate has been prepared which puts the total 
value of retail trade in 1930 at £2,470 milhon This includes 
coal, newspapers, drink, cars and petrol, as well as the com- 
modities whose inclusion is obvious From the returns and 
index-numbers published by the Bank of England, the total 
for 1932 should be reduced to £2,260 milhon These totals 
include indirect taxation The retail sales included in Mr 
Feavearyear’s total are 

£m 


Food (excluding restaurants) 

1,054 

Coal and household requisites 

134 

Clothing (excluding laundry) 

297 

Liquoi 

232 

Smoking 

143 

Cars and petiol 

55 

Drugs 

21 

Newspapers and books 

47 

Furniture 

25 

Miscellaneous 

100? 


Total 2,108 

It appears that this total is too low But in any case there is a 
very large total of services in addition to the value of goods 
retailed The value of the services rendered by the State and 
Local Authorities (e g defence, education) is some £400 million 
per annum, excluding all transfer payments such as pensions and 
poor rehef 

I am inchned to think that even the higher of the two estimates 
quoted above for the value of retail trade is too low, perhaps by 
as much as £200 million But in any case there is a large total 
of services making up the remainder of the national income, and 
incorporated in the value of retail sales is a considerable element 
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representing distributive service rathei than manufactuie or 
agriculture 

If ve classify manufacture, agriculture, mining, building, gas 
and electricity as productive industries, and otlieis as seivice 
industries, the followmg are the propoitions contiibuted to the 
home-pioduced national income by ‘‘ pioduction 

1924 52 4 

1929 52 4 

1931 44 

For USA the following remarkable figures can be calculated 
from Kuznetz’ officially prepared estimate (ji 26) . 

1929 40 1 

1932 25 6 

Colin Cl vrk 
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EULER’S THEOREM AND THE PROBLEM OF 
DISTRIBUTION 

It is characteristic of the development of economic theory 
that propositions which appear very simple when we have arrived 
at them should be first sighted through a haze of ambiguities and 
approached only by a labyrinth of devious controversy Of this 
curious process the history of the famous adding-up problem ” 
provides a striking example ^ 

As soon as it began to be asserted that factors of production 
are paid m accordance with their margmal products, the problem 
was posed How do we know that, if each factor is paid its 
marginal product, the total product is disposed of without residue, 
positive or negative Of course it is obvious that in any case 
the total product is distributed among the factors of production 
The real question is Can it be true that each and every factor 
receives a rate of reward equal to its marginal product ^ To some 
writers the theory of marginal productivity appeared as a grand 
moral principle which showed that ‘w^hat a social class gets is, 
under natural law, what it contributes to the general output of 
industry ” - But others were beset by doubt It appeared easy 
enough to show^ that the self-interest of employers will ensure that 
the rate of earnings of each employed factor is equated to its 
margmal product ^ The difficulty lay with the entrepreneur 
How can we be certain that, when the factors have been paid, the 
residue which is left over measures the contribution of the 
entrepreneur ^ 

One answer, provided by J B Clark among others, was that 
in static conditions the entrepreneur makes no specific contri- 
bution, so that in fact the earnmgs of entrepreneurship are always 
tending to approach zero Another was that smce it is always 
open to an employer to take service as an employee, or for an 

^ This question, first can\assed in about 1890, is still “ the subject of lively 
controversy ” Professor Bobbins (Introduction to Wicksteed’s Common Sense 
oj Pohttcal Economy and Selected Papers, Vol I, p xi) 

* J B Clark, “ Distribution as Determined by a Law of Bent,” Quarterly 
Journal of Emiomics, April 1891, p 313 See also Dtstribution of Wealth, p 3 

* A necessary assumption which often fails to he made clear is that the supply 
of each factor to an individual employer is perfectly elastic, so that the price of 
a factor represents its marginal cost to the employer 
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employee to set up in business as an employer, the earnings of an 
individual cannot depait from what he vould leceive as an 
employee, and what he \\ould receive as an employee is equal to his 
marginal pioduet This argument, used in a more or less ambigu- 
ous form by many vTiters, was explicitly stated by Edgeworth ^ 
only to show that it is not perfectly satisfactory A similar point 
of view is to be found in Marshall’s application of the ‘‘ principle 
of substitution ” to the problem ^ 

An entirely different line of attack was adopted by Wicksteed, 
in the Qo-OTd%nai%on of the Laws of Dist'nbution Using ‘‘ the 
mathematical form of statement as a safeguard against 
unconscious assumptions, and as a reagent that will precipitate 
the assumptions held m solution in the verbiage of our ordinar;y 
disquisitions,” ® he set out the theorem derived from Euler that, 
where P ~ f ) is a homogeneous function of the jfirst 

degree, so that 

mP = / {ma, mb, me, ), 

then p=a^ + b^+c^ + 

Translated into economic language, this proposition states that 
the total product is equal to the sum of the amounts of the factors, 
each multiplied by its margmal product, provided that conditions 
of constant returns prevail, m the sense that a given proportional 
increase m the amount of every factor of production would lead 
to the same proportional mcrease m the product 

When confronted with the precision of Euler’s theorem, the 
argument from the pimciple of substitution is seen to prove at 
once too much and too little It amounts to saying that A\hen the 
employmg factor can take service as an employed factor v-ithout 
any loss of advantage, then the normal level of profits for employers 
IS equal to their margmal productivity as employees Therefore 
what they actually receive, when profits are normal, is their 
margmal product Thus, on the one hand it makes no overt 
proviso that constant returns prevail, and so appears to be too 
general On the other hand, it leaves us m doubt as to what would 
happen m a case in which the employmg factor has only inferior 
alternative occupations, and equally m a case in which piofits are 
not normal It was this vagueness which led Edgeworth to say 
that the theorem that the employer, as well as the employed 

^ Papers Pelatvng to Pol%t%oaX Economy, Vol I, p 30 

2 pT\nc%ples of Economics, Book VI, Chapter VII 

^ Co ordination. Prefatory Note, p 4 
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factors, receives a reward equal to his margmal product ' ‘ is 
neither quite true nor very important ” ^ 

Euler’s theorem leaves us m no such doubt If constant 
returns prevail, and if each employed factor is paid its margmal 
product, then the remnant which goes to the employing factor is 
equal to its marginal product, whether profits are normal or not 
But at the same time the solution by Euler’s theorem did not 
appear to be perfectly satisfactory It seemed to imply that we 
are not to be allowed to believe in the prmciple of margmal 
productivity unless conditions of constant return can be shown 
to prevail m the real world ^ This gave rise to an appearance of 
conjflict between the mathematical and the economic Ime of 
reasoning, which, as the sequel will show, was completely illusory 
Wicksteed himseK regarded conditions of constant physical 
returns as umversal,^ but he was perplexed because the ‘‘ social 
product ” of an mdustry m terms of satisfaction obviously does 
not increase proportionately to the factors of production emploj^ed 
by the mdustry, nor does the “ commercial product ” of a firm 
increase proportionately to the factors employed by the firm He 
suggested an ingenious method for surmountmg the first difficulty 
The consumers also might be regarded as a factor necessary for 
the production of satisfaction ^ Then, if each factor m an industry, 
including consumers, is increased m a given proportion, the satis- 
faction produced vill be mci eased in the same pioiiortion, and the 
conditions of Euler’s theorem will be fulfilled But even this 
expedient will not seive to meet the second difficulty, and Wick- 
steed realised that for a monopoly, or for a firm controlling an 
appreciable proportion of the output of a commodity, conditions 
of constant returns in value of product cannot obtain ^ 

He was therefore obliged to confine his discussion to conditions 
of perfect competition, and he asserted that, assu min g competition 
to be perfect, constant returns to the individual concern must 
prevail umversally equafiy m Robinson Crusoe’s island, in an 


^ JPqperaf, Vol H, p 338 See also Chaprcian, “ Bemuneration of Employers,’* 
Economic Joubnal, December 1906, p 528 

* For most of the contemporaries of Wicksteed (though not, I tinnk, for 
Marshall) the “ theory of marginal pioductivity ” was a formulation of a somewhat 
mysterious law of nature For the modern economist it is merely a series of 
self e\ ident propositions displaying the imphcations of the initial assumption 
that the mdividual employer acts m such a way as to maximise his profits It 
IS this fundamental difference m point of view which gives what appears to the 
modem reader such a perverse and fantastic character to the controversies 
surrounding the “ adding-up problem ” 

® Co~ord^nat^on, p 33 
« Ibid , p 34 


® Ibid , pp 35-6 
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Americaa religioxis commune, m an Indian village ruled by custom, 
and m tlie competitive centres of the typical modem mdustries.’’ ^ 
This solution of the problem was met by Edgew orth with mockery 
rather than argument,^ and by Pareto with the objection that it 
IS illegitimate to assume constant returns m terms of physical 
product ® 

Wicksteed retieated in face of this criticism, withdrew the 
aigiiment of the Co-ordi7iation,^ and substituted for its heroic 
precision a verv cloudy passage in the Common Sense of PoUUccd 
Economy ^ Professor Robbins has pointed out,® however, that at 
heait he was impenitent and continued to make use of the argu- 
ment of the Co-ordination in his lectures to University Extension 
classes ^ some time after Pareto’s criticisms had appeared 

Meanv hilo Walras had published a Note sur la refutation 
de la ilu oi le anglaise dii fermage de M Wicksteed ” ® While 
acclaiming him as a kindred spirit for his use of precise methods, 
and congratulatmg him on his refutation of the Engbsh theory of 
rent, 'VYahas complained of Wicksteed’s failure to take any notice 
of his own contribution to marginal productivity theory ® Follow- 
ing a suggestion by Barone, Walras criticised Wicksteed for 
postulating a homogeneous production function of the first degree, 
but showed that Whcksteed’s result follows from the axiom that 
costs are at a minimum under perfect competition 

Walras (like Pareto and many subsequent critics) imphes that 
Wicksteed had merely overlooked the possibility of increasmg 
returns due to economies of large scale to the firm In the 
present context “ increasmg returns ” means a state of affairs 
in which an equal proxiortional increase in each factor would give 

^ Oo ordination^ p 42 

® Papers, Vol I, p 31 

® Cours d'iconomie politique (1897), Vol II, p 83 note, and “ Anwendung 
der Mathomatik auf Nationalokonomio,” Encyklopadie der Mathematischen 
Wissenschaften (1904), Vol I, Part II, p 1117 not© 

^ Common Sense, Vol I, p 373 note, and Review of Pareto’s Manuale, 
Ecotnomic Jotjrnal, December 1906, p 554 not© 

^ Common Sense, Vol I, pp 370-373 

® Jhid , p XI 

’ Ihid , Vol II, p 862 

® Recueil publie par la Eacult© d© Droit, XJniversitd d© Lausanne, 1896 

® The poevisli egoism of Walras contrasts unfavourably with the modesty 
and smgl© mmdedness of Wicksteed 

^0 Pareto accused Walras of the same error of which Walras accused Wick- 
steed W© have her© started a hare which it would take too long to pursue 
Por the history of this dispute, which contains some entertaming incidents, the 
reader is referred to Professor Schultz, “ Marginal Productivity and the General 
Pricing Piocoss,” Journal of Political Economy, October 1929 
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a more than proportional mcrease in the product Clearly where 
economies of large scale are present, increasing returns in this 
sense will prevail But Wicksteed had not forgotten this obvious 
fact His error was far moie subtle He rejects the crude 
division of the factors of production into land, capital and labour,” 
and maintains that we must regard every kind and quality of 
labour that can be distinguished from other kinds and qualities 
as a separate factor Still more impoitant is it to insist that 

instead of speaking of so many £ worth of capital we shall speak of 
so many ploughs, so many tons of manure, and so many horses, oi 
foot-pounds of power ” “ On this understanding,” he writes, 

‘‘it IS of course obvious that a proportional increase of all the 
factors of production will secure a proportional increase of the 
product ” ^ Now economies of large scale can only arise from the 
existence of an indivisible productive unit which is not being used 
to its full capacity ^ On Wicksteed’s plan such a unit would be 
regarded as a smgle factor of production Thus a firm w^hich is 
subject to economies must be employing the whole of at least one 
mdivisible “ factor ” The smallest mcrease in output that can then 
be made without altering the proportions of the “ factois ” is an 
mcrease of a hundred per cent , and the maigmal pioductivity 
piinciple cannot be apiilied In ordei to consider the effect upon 
output of a small change in the amount of a factor, it is necessary 
to define the factors in a manner at least sufficiently crude for each 
factor to be finely divisible ^ Wicksteed had not gone astray 
because he had ignored the existence of economies of large scale, 
but because in Ins endeavour to define the factors in such a way as 
to eliminate the possibility of increasing physical returns he had 
accidentally eliminated the possibihty of definmg the marginal 
productivity of a factor When the factors are divided on a plan 
which makes marginal analysis applicable to them, the possibility 
of increasing returns reappears ^ 

^ Co ordinaUon, p 33 

® Cf E A G ’Kohm.Bon, StTuctu7e of CoynpetitzvG I^idustry^ ^ 25 

^ It must, however, be conceded to Wicksteed that, strictly speaking, it is 
impossible to reduce a gioup of non homogeneous productive units to a common 
term so that they can be treated as a single factor Any statement about the 
margmal productivity of a “ factor ” which is not perfectly homogeneous cannot 
be perfectly accurate I should like to take this opportunity of pointing out 
that the device suggested in my Econormcs of Imperfect GompeUUon (p 332) 
for getting over the difficulty by constructing corrected natural units ” is 
completely worthless 

* The reader will perceive that the above treatment of this problem is super 
ficial, but I must beg him to let it pass, for if we were to turn aside now to 
explore this territory we should certainly be benighted before the end of our 
journey 
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Mr J A Hobson, some years later, made the existence of 
economies of large scale the basis of a grand attack upon the 
whole marginal productivity principle,^ which \vas very inade- 
quately answered by Marshall m the well-known footnote about 
shepherds ^ Mr Hobson constructs a numerical example in 
which there are increasing physical returns to the individual 
productive unit up to a certain output, and beyond that output 
diminishing physical returns He shovs that 'where increasmg 
returns prevail, the marginal product multiplied by the amount of 
the factor ® is greater than the total product, and declares that the 
notion that factors are paid their marginal products is therefore 
completely nonsensical He goes on to argue that the individual 
concern will consist of such an amount of factors that average 
productivity is at a maximum, and points out that the earnings of 
the factor is equal to its average product 

Marshall dismisses this argument with the remark that he 
appears to be mistaken ” But clearly Mr Hobson was right , 
V ith perfect competition and normal profits (these are postulated, 
though somewhat vaguely) the average net pioductivity of each 
factor is at a maximum, and is equal to the wage of the factor ^ 
Where he 'V'ent wrong was in denymg that marginal productivity 
also IS equal to the wage ^ The reason 'why he overlooked this 
fact IS rather curious The follo'wing is one of his arithmetical 
examples (labour is the only factor employed) — 


No of 

Men 

Total 

Product 

A\ erage 
Product 

Marginal 

Product 

1 

10 

10 



2 

22 

11 

12 

3 ' 

37 


1 > 

4 

bO 

1-) 

23 

5 

72 

14 

12 


From this he argues that production will be carried on by groups 
of four men, who will receive a wage, not of 23, which is the 
marginal product of a fourth man, but of 15, which is the average 
product It IS the crudity of his arithmetical example that has 
betrayed him ® If the average product of four men is 15, and the 
marginal product 23, average productivity must still be rising at 

^ The Industrial System (1909), pp 112-120 ® Principles, p 517 note 

® His analytical technique being somewhat primitive, he considers only one 
factor for the sake of simplicity 

^ Of my Economics of Imperfect Competition, p 249 

® In my opinion, Mr Sraffa over-estimates Mr Hobson’s insight on this 
point See “ Sulle relazioni fra costo e quantity prodotta,” Annali di Economia, 
Vol II, no I (1925), p 312 note 

® Cf Edgeworth on Prof Seligman, Papers, Vol II, p 397 



404 


THE ECOHOMIO JOTTBITAtr 


[SEPT. 


the point where four men are employed The true maximum of 
average productivity lies somewhere between four and five men, and 
at the maximum margmal and average productivity are eq[ual 

Thus Marshall and Mr Hobson are each right m what they 
assert, and wrong m what they deny, ^ and if Mir Hobson had been 
more subtle m his use of arithmetic, or Marshall less unable to 
sufier fools gladly, the whole controversy would have been cleared 
up on the spot 

Meanwhile, Wicksell had expanded Walras’ account of the 
problem ^ He adopts the view that there is no specific economic 
function for the employer as such, and deduces from this that the 
supply price of enterprise or normal level of profits must be zero, 
for if at any moment a positive profit were bemg earned by 
employers, it would soon be reduced to zero by the competition 
of new entrants eager to share this pamless method of earmng a 
hvehhood ^ He proceeds to show, by a Ime of argument similar 
to that of Wicksteed, that when each employed factor is paid a 
rate of reward equal to its margmal product to the firm, profits 
can only be zero if constant physical returns prevail ^ 

He then argues that at a xiosition of competitive eqmhbrium 
constant physical returns vill prevail Up to a certam output 
of the film theie will be mcreasmg returns due to economies of 
large scale, but if increasing returns to the firm prevail, average 
cost per umt of output will be falling and competitive eqmhbrium 
viil be impossible Beyond a certain output rismg average cost 
may occur This also is incompatible with equilibrium, because 
if the output of a firm is so large that average costs are rising 
the firm must be earning a positive profit , consequently new 
firms will enter the industry, and the fall in price of the commodity 
will drive the old firms back to the output at which average cost 
IS at a minimum 

^ Marshall’s example of the shepherds is not open to this objection if it is 
taken to apply to what I call the “ quasi long period ” {Imperfect GorrypeUUon^ 
p 47) There is no tendency for normal profits to be estabhsbed among his 
sheep farmers 

~ Vorlesungen iiber Nationaldhonomte, Vol I, pp 186—191 

® Jbid , p 187 

^ Di W L Talk in criticising Wicksell’s argument on this point shows that 
he fails to mention the difference between the margmal product of the 100th man 
when 100 men ai© employed with 100 units of land, and the marginal product 
when 100 men are employed with 101 units of land Er Valk appears to argue 
that the fact that marginal productivity analysis requires us to conceive changes 
in the factors so small that this difference is negligible, is sufficient to render 
marginal productivity analysis completely valueless Pr%nc'ipl&a of Wages, 
p 74 Ct Edgeworth on Mr J A Hobson^ Papers, Vol I, p 19, note 3 
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The upshot of all this appeared to be that, so long as conditions 
of perfect competition^ are postulated, there is no difficulty <about 
constant physical returns to the firm But it is necessary to be 
clear as to what exactly we mean by a firm The problem of 
providing a formal treatment of the factor “ entrepreneurship/’ 
which IS easy to handle analytically and at the same time is not 
too remote from actuality, has never been satisfactorily solved 
Three possible methods may be considered, each more appropriate 
to some problems than to others, but none perfectly satisfactory 
for any 

Birst, we may postulate (following Wicksell) that there is no 
specific function of decision-takmg for the entrepreneur to per- 
form, and that the owners of one factor — ^for instance, capital — 
hire the services of the others Capital, as well as the other 
factors, must be assumed to be employed up to the point at which 
its marginal productivity to an employing unit is equal to its cost 
to that unit — that is, to what it can earn as an employed factor ^ 
Capital IS thus upon exactly the same footing as the other factors 
A profit or loss to the employer is then a difierence between total 
receipts and total costs, mcludmg the cost of capital Second, we 
may postulate that each firm consists of a smgle indivisible unit 
of entrepreneurship whose supply price is mdependent of the 
amount of output it controls Or third, we may postulate that 
each entrepreneur is not a fixed unit, but performs more or less 
of his decision-takmg function according to the reward which he 
can earn 

In the first two cases clearly there is no meanmg to be attached 
to the notion of ‘‘ marginal product of entrepreneurship to the 
firm ” When either of these schemes of anal37-sis is adopted, there- 
fore, the emploj'er must not be regarded as a specific factor of 
production from the point of view of the firm, and constant returns 
to the firm must be said to prevail when a given proportional 
mcrease of every factor except entrepreneurship would give the 
same proportional mcrease in output In the third case the 
entrepreneur must be conceived to regulate the amount of effort 
he supplies to the firm by its margmal productivity to the firm, in 
just the same way as he regulates the amount of the factors he 
employs The entrepieneur’s effort is therefore upon exactly the 
same footing as an employed factor Constant returns are then 

^ Throughout this essay I am using the phrase perfect competition to mean 
simply that the elasticities of demand and of supplies of factors for a smgle firm are 
infinite This implies no reference to free entry mto the trade or normal profits 

2 The case of imperfectly elastic supply of factors to an employing imit is 
considered later — see below p 411 
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said to prevail when a given proportional increase of every factor, 
including the entrepreneur’s effort, gives the same proportional 
increase in output, and profits are reckoned excludmg the variable 
element in the reward of the entrepreneur 

Each of these methods of depictmg entrepreneurship is highly 
unrealistic, but they are adopted merely in order to display the 
workings of the marginal productivity principle in various types of 
case, and are not put forward as an attempt to solve the problem 
of a realistic treatment of entrepreneurship as a factor of pro- 
duction ^ 

Whichever method is adopted, it is clear from Euler’s theorem 
that m conditions where physical returns, in the relevant sense, 
are constant, profits in the relevant sense must be zero Eor when 
competition is perfect the wage of each factor is eq[ual to the value 
of its margmal physical product and there is no residue for the 
employer 

It IS now apparent that Wicksell’s assumption of zero normal 
profits IS an essential step in his argument It is impossible to 
argue m general that because average cost to the firm is at a mini- 
mum m competitive equilibrium therefore constant physical 
returns to the firm prevail , for the cost v Inch is at a minimum m 
competitive equilibrium is aveiage cost including normal profits 
If noimal profits aie jiositive the output at which aveiage cost is 
a minimum is greater than the output at which net economies of 
large scale give way to net diseconomies, and constant physical 
returns do not prevail 

The history of the controversy up to this pomt is summarised 
in the Appendix to the Theory of Wages by Dr Hicks ^ He shows, 
in effect, that even when Wicksteed had taken the drastic step of 
confining his argument to cases of perfect competition, he was not 
yet out of the wood, for he had postulated constant physical 
returns as a universal technical necessity This postulate is shown 
by Pareto and by Walras to be inadmissible, hut Wicksell con- 
tends that, for the output which will be produced m competitive 
equilibrium, constant physical returns to the firm do prevail 
whatever the technical conditions Thus it appeared that Wick- 

^ A large part of the literature of the subject is devoted to debating the 
proper analytical treatment of entrepreneurship as a factor, see Edgeworth 
{Papers^ Vol I, “ Theory of Distribution *’) and the authors cited by him The 
question has recently been revived by Mr Kaldor ‘‘ The Equilibrium of the 
Firm,” Economic Journal, March 1934 

* I should like to take this opportunity to make my acknowledgments to 
Dr Hicks for the helpful guide map which he provides to this else bewildering 
territory, and to Professor Robbins as the champion and editor of AVicksteed 
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steed's assumption of perfect competition, iec[uired to get him out 
of a difficulty of Tvhich he -was aware — diminishing returns m terms 
of value — incidentally saved him from a difficulty of vhich he was 
not avare — ^increasing returns in teims of ph3&ical product 

Wicksteed's problem was that the marginal productivities of 
the factors, multiplied by the amounts of the factors, absorb the 
whole ]^)roduct vithout residue onty in conditions of constant 
1 etui ns Wicksell’s argument shows that constant physical 
returns will prevail under perfect competition Thus it appeals 
that, so long as we admit WiekselFs postulate of zero normal 
piofits, there is really no jiroblein at all On the contrary, the 
result IS exactly what we should expect, foi it is only if competition 
IS perfect that the earnings of the factors are equal to the value of 
their marginal phj^sical products, and onty when luofits are zero 
that the earnings of the factors absorb the whole product After 
all this long debate we reach a self-evident conclusion 

Nevertheless it is impossible to be satisfied wuth a solution which 
applies onl^^ to the case of zeio profits The condition that the em- 
plo^'ed factors receive the value ot then marginal physical product 
to the firm under perfect competition must be fulfilled even when 
piofits are positive or negative ^ But it is an illusion to suppose 
that this presents any difficulty, for if profits are not zero constant 
returns do not prevail In the present context, increasing or 
diminishing returns must be said to pievail according as a given 
propoitional increase in tlie amount of every factor would lead to a 
greater oi smaller proportional increase in output Now, the 
economist can prove that profits are negative or positive according 
as letuins aie mcreasmg or dimmishing for the individual firm 
For, under perfect comiietition, maigmal cost to the firm, for the 
output at which profits are a maximum, is equal to the puce of the 
product When a loss is being made by the emxilo^^er, jirice is 
less than average cost Therefore marginal cost is less than average 
cost Therefore the average cost curve of output is falhng, and 
physical returns are increasing Conversely, when a profit is 
being made by the employer physical returns are diminishing 
While the mathematician has only to set out the generahsed form 
of Euler’s theorem in order to show ^ that 
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da 


^ Ur Hicks IS content to confine himself to the case of zero profits since he 
holds that in conditions of equilibrium there is no function for the entrepreneui 
{Theory of Wages^ p 234) Beyond this point in our argument, therefore, Dr 
Hicks’ guidance is loss helpful 

Cf Wicksell, loc c%t , p 189, and Chapman, loc ext , p 526 note 
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according as 

mP < + / {ma, mh, ) 

If the normal level of profits is positive the number of firms 
will be so limited that diminishing physical returns to the firms 
prevail to just the extent which is compatible with the required 
profit A positive profit of this level will fail to attract in new 
enterprise, and so fail to drive existing firms back towards the 
output at which constant physical returns prevail 

Thus it appears once more that there was really no problem, 
for it IS obvious that the total product cannot be absorbed by the 
earnings of the employed factors when profits are positive, and we 
already knew that when profits are positive diminishing physical 
returns prevail 

But all this applies only to margmal productivity from the 
point of view of a firm under perfect competition We have as 
yet thrown no light on the proposition, contested by Edgeworth, 
that the entrepreneur, as well as the employed factors, receives 
a reward equal to his marginal product For the margmal 
product of the entrepreneur to the firm has no meanmg The 
question must tliereforc be whether the eaimngs of the entre- 
preneur are equal to the maigmal productivity of entrepreneur- 
ship to the indiistrN ^ Our next task is to consider marginal 
productivitv fiom the jioint of view of an industry, retaming the 
assumption of })erfect comjietition 

From the pomt of viev of an industry, enterprise must be 
treated on just the same footmg as the other factors, for even it 
we take the view that there is no specific econormc function of 
entrepreneurship, yet it remams true that the productivity of the 
other factors varies with the number of firms in which they are 
organised, and the difference which is made to their productivity 
by adding an entrepreneur is the marginal product of entre- 
preneurship 2 

The proposition that, with constant physical returns to the 
industry, total output is equal to the sum of the amounts of the 
factors each multiplied by its margmal physical product to the 
mdustry, can be very simply proved by means of Euler’s theorem 

^ The relationship of productivity to the industry with productivity to 
society IS not here discussed 

2 Anyone who rejects altogether the notion of diseconomies of large scale 
to a firm is at liberty to say that the marginal productivity of entrepreneurship 
to an mdustry may be zero or negative, but never positive The argument 
which follows IS purely formal, and begs no questions about the nature of entre- 
pieuouiship as a factor 
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But the economist can supply Ins own demonstiation of it The 
self-interest of the entrexireneurs will ensnie that, under con- 
ditions of perfect competition, the value of the inargin<il x>hysical 
product to the him ol each employed factor is ecxual to its wage 
And under constant returns marginal jihysical x^roduct to the 
industry is equal to marginal physical x^i^oduct to the firm It 
only remains to piove, therefore, that the reward of the entre- 
preneurs is equal to their margmal physical product to the industry 
The maiginal productivity to the industry of entrexireneurship is 
the difference which would he made to output if one entrejiieneur 
w^ere withdrawn ^ That is, the outx)ut of one firm mmub the out- 
put which the factors emx^loyed that fiini w ould x^roduce it they 
were dispersed among the lemainmg films Thus, the value of 
the marginal physical product of entrexiienemship is the \alue of 
outx>ut of one firm minus the amounts of the emx)lo^ed factois 
each midtixdied b} the ^ alue of its maigmal xdi;>&ical pioductivity. 
This IS ecxual to the total leceixits of the firm minus the total cost 
of the employed factors And this is the lewaid ot the entre- 
preneur 

It is to be observed that tins x^rool contams no reference to 
normal profits If we are considermg Wicksell’s case in which 
there is no supply price of entrepreneurship, so that the level 
of normal profits is zero, then m full equilibrium the entrepieneurs 
receive nothmg, and their margmal productivity to the mdustiy 
IS zero If the normal level ot profits is positive, their margmal 
productivity in equihbiium is positive If profits are more or less 
than normal, the margmal x^ioductivity of entrex>ienems to the 
mdustry is correspondmgly high or low, owmg to the temxioraiy 
scarcity or supei abundance of entrepieneuis which has caused 
profits to depait from the normal level ^ 

But what of economies of large-scale industry “2 ^ W’hen there 
are economies of large scale, the sum of the amounts of the factors 
each multiplied by its margmal physical product is greater than 
the total output But this causes no difficulty, for the simple 

^ The number of firms in the industry being r?, it is necessary to assume that 
n lb bo laigo that the cUiieienoe between the maigmal phybioai pioduelivities of 
the constant amount of other factois when they aie woiking with n entiepreneurs 
and when they are w orkmg with n — 1 may be neglected Cf above p 40 4 n 4 

2 When the entrepreneur’s earnings vary with the amount of effoifc which 
he supplies to his firm the unit of entrepreneurship from the point of view of the 
industry is best regaided as a single entiepreneur doing that amount of ■v’t ork 
whose marginal cost to him is equal to its marginal product to the firm 

® It is here that we must finally dispense with the guidance of Dr Hicks, 
for in tins region his map contains nothing but a blank space marked Terra 
Incogmta Log c%t , p 240 
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reason that the rewards of the employed factors are not equal to 
their marginal physical products to the mdustry The marginal 
product of a factor to the industry is greater than to the firm by the 
extent of the economies induced by a unit increase m the amount 
of the factor employed And it is the margmal product to the 
firm which is equal to the wage of the factor Similarly, the 
margmal productivity of an entrepreneur to the mdustry is greater 
than his earnings by the amount of economies which accrue to 
the other firms when an increment is added to output whose value 
IS equal to the value of his marginal physical product to the 
industry Thus once more the economist finds himself m com- 
plete accord with Eulei If the factors we? e paid the value of their 
margmal products to the industry, total cost would be greater than 
total receipts when increasing returns to the industry prevail But 
actually each factor is paid less, and the total product is exactly 
disposed of among them 

Conversely if there are dmmushmg returns to the industry, 
in the sense m which we have been usmg that term, that is, if there 
are real diseconomies of large-scale mdustry, ^ then the factois are 
paid more than their marginal product to the industry to a degree 
exactly correspondmg to the extent of the diseconomies ^ 

All this while we have been dwelling in the world of perfect 
competition It is time to return to Wicksteed’s long -neglected 
difficulty, and consider the analysis of marginal productivity under 
imperfect competition First consider the matter from the point 

^ This IS upon the assumption that economies of laige scale industry depend 
solely upon the output of the commodity and not on the proportions of the factors, 
so that the production fmiction is homogeneous, though of a higher degree than 
unity If the economies vary with the amounts of particular factors employed 
(the production function is not homogeneous) then only those factors which give 
rise to economies receive less than their marginal physical products to the industry 
Cf Tarshis, Review of Economic Studies, February 1934, p 145 

® W© are here concerned with the “ rare type ” of diminishmg returns (see 
Imperfect Competition, p 348) The reader must guard against misleading 
associations with the “ common t 5 rpe ” of diminishing returns 

8 The above argument beais some lesemblance to that of Sir Sydney Chapman 
m his article on the “ Remimeration of Employers ” (Economio JouBiTAn, 
December 1906) But his definition of “ increasing and dimimshmg returns ” 
IS somewhat obscure, and matters are not much improved by Edgeworth’s 
comments {Papers, Vol I, p 99) Sir S Chapman is quite correct in saying that 
the reward of the entrepreneur is less than the value of his marginal physical product 
to the mdustry when there aie economies of large scale What he evidently 
failed to realise was that his argument applies to the other factors just as much 
as to entrepreneurship {loc cit , p 527 note) His argument was somewhat 
grudgingly received by Edgeworth {Papers, Vol II, pp 331-339), who appears 
to have had a rooted objection to applymg the margmal productivity analysis 
to the case of the entrepreneur 
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of ^lew of the individual firm, assuming that, while the market 
for the commodity is imperfect, the supplies of factois to the firm 
are perfectly elastic Under imperfect competition, a firm v-hich 
IS eammg zero profits must be producmg at falling average cost ^ 
Therefore conditions of mcreasmg physical returns to the firm 
prevail At a hasty glance it might appear that the provisions 
of Euler’s theorem are theiefore violated But this is not the case 
For the earnings of a factor are not equal to the value of its 
margmal physical product, but to the marginal product in value 
to the firm, and are thus less than the value of the marginal 
physical product in the ratio of marginal revenue to price ^ To 
satisfy the conditions of Euler’s theorem it is necessary to show, 
not that constant returns in terms of phj sical output prevail when 
profits are zero, but that constant returns in terms of value 
prevail That is to say, a given proportional increase in every 
factor employed must give the same proportional increase m the 
total value of the product 

Wicksteed regarded constant physical returns as a universal 
condition , therefore, since the price of the commodity produced 
by the firm falls as its output mcreases, it was impossible for him 
to conceive of constant returns in value under imperfect com- 
petition For him dimmishmg returns in value must always rule 
But as soon as we introduce economies of large scale to the firm 
into the picture Wicksteed’s difficulty disappears Constant 
returns in value will prevail at the output at which technical 
economies due to an increase of output just offset the accompany- 
ing fall m selling price And it will be proved in a moment that 
constant returns iii value do prevail when the firm is earnmg zero 
profits Once more the methods of economic analysis will be 
found to lead to the conclusions of Euler’s theorem ^ 

Before turnmg to the geneial proof let us consider the case m 
which competition in hirmg the factors is not perfect, so that the 

^ See Imperfect Gompet%t%ont p 97 In that passage I am including normal 
profit in cost, whereas in the present context cost is reckoned excludmg profit 

2 Ih%d , p 237 

® The complete harmony between them is well illustrated by the case in 
which a firm selling in an imperfect market happens to he producing under 
conditions of constant physical returns This will occur when, by a fluke, the 
marginal revenue curve cuts the marginal cost curve at the output at which it 
in turn cuts the average cost curve Constant physical returns prevail, but the 
factors are receiving less than their margmal physical product, consequently 
there is a positive profit The factors receive their marginal product in value, 
but diminishing returns in value prevail , consequently there is a positive profit 
By either line of reasoning the conditions of Euler^s theorem are seen to be 
fulfilled 
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supplies of factors to the firm are less than perfectly elastic We 
know that m such a case the wage of a factor is less than its 
marginal product m value Por the marginal product must he 
equated to the margmal cost of the factor to the firm, and this 
ex hypothesi is greater than the wage ^ Once more there appears 
at first sight to he a contradiction, hut once more upon examma- 
tion the difiS-culty disappears, for it is no longer appropriate to 
measure the factors m physical terms , they must he measured in 
terms of outlay 

The condition of constant returns may now he more generally 
defined It obtains when a given proportional mcrease in the 
outlay upon every factor employed would lead to the same pro- 
portional increase m value of output Hitherto we have considered 
cases m which the supplies of the factors to the fixm are perfectly 
elastic, so that up to this pomt it has been mdifierent whether the 
factors are measured m physical terms or m terms of outlay But 
in the general case a given proportional increase m the outlay upon 
a factor gives a proportional increase m the amount of the factor 
which IS less m the ratio of average to margmal cost of the factor 
to the firm ^ Although the wage of a factor may he less than its 
marginal product in value per physical miit of the factor, it must 
be equal to the margmal product per unit of outlay It follows 
at once from Euler’s theorem that profits are zero, positive, or 
negative according as returns are constant, dimmishing or mcreas- 
ing, measuied in terms of value and of outlay 

The same proposition can he proved without resort to Euler’s 
theorem When profits aie zero the average cost curve of the 
firm IS tangential to the demand curve for its output ^ Eor the 
output at w’-hich the curves are tangential, profits are at a maxi- 
mum of zero, any greater or smaller output would yield a loss 
Therefore a curve relatmg value of output to average outlay per 
unit of value of output would he at a mmimum at this pomt, and 
constant returns m terms of value and outlay prevail If a 
positive profit is hemg made, the demand curve for the firm hes 
above its average cost curve But for the most profitable output, 
maigmal ic\enue aud maigmal cost are equal, therefore the 
demand curve, w^hich is higher, must have a greater slope than the 

1 See Imperfect Competition, p 293 

® The above argument applxes to the case of an entrepreneur who supphes 
units of effort to his firm at rising cost (see above p. 405), a rising subjective cost 
of effort being reckoned in money terms The entrepreneur will supply that 
amount of effort whose marginal cost to him is equal to its margmal product 
m value to the firm Cf Edgeworth on Mill {Papers, Vol I, p 17) 

® Cf Imperfect Competition, p 94 
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journal sets out to promote a revival of interest m the genuinely scientific treat- 
ment of economic problems We hope to make the stock of secure results already 
gained in elucidating economic relationships accessible to a wider public, to 
carry further, in a critical spirit, the search for truth and thus to serve life by 
serving the cause of knowledge 

“The 'Zeitschrift fur Nationalokonomie’ is intended to contribute to the 
progress of the understanding (as distmct from the description or criticism) of 
economic phenomena, and will therefore be primarily devoted to rigorous theo- 
retical inquiry Without any narrow limitation, all movements, schools, and 
shades of economic theory will be given the opportunity to express themselves, — 
with the single restriction, however, that their contributions must be purely 
scientific in character, with the sole object of advancmg knowledge and not 
for the purpose of representing political postulates or the doctrinaire standpoints 
of different economic ‘philosophies’ For the attainment of these aims it is 
particularly fortunate that assurances of cooperation have been given by the 
leading economists of all civihsed countries The spiritual ‘ workmg-communit> ’ 
which, to some extent, is represented by every scientific journal in contrast to 
the individual book should be quite definitely an international one 

“A second main task of our review will be the application of theorv to the 
problems which the actual course of economic life at an}/ time presents, thus 
establishing the connecting bridge from economic science to the principles of 
economic Policy This opens up a wide field for fruitful work For the apph- 
cation of theory not only leads to the sifting, relinement and elaboration of the 
theoretical system, but in itself aKo serves the necessities of practical life and 
justifies the significance of an empirical science 

“Our field will not be drawn narrowly apart from the discussion of strictly 
economic questions on the lines indicated, the important problems — so urgent 
at the present time — of Public Finance and Social Policy, which can only be 
successfully approached from the basis of economic theory, as well as those of 
Sociology and the Theory of Statistics, will receive due treatment Finally, 
adequate space will be reserved for careful reviews of new books published m 
all languages ” 

The following selected list of articles published m the ,, Zeitschrift fur National- 
okonomie” may indicate the extent to which the standards established have 
been maintained 

A Aftalion Professor an der Universitat Pans, Die 'jungsie Geschichte des Wechselkurses 

in Frankreich und die psychologische Wechselkursiheone Vol I, p 266 

Gustaf Akerman, Professor an der Handelshochschule Gothenburg, Flieparbeit Vol V, p 97 
Johan Akerman, Dozent in Stockholm, Dynamische Wertprobleme Vol II, p 579 

Alfred Amonn, Professor an der Universitht Bern, Zur gegenwartigen Krisenlage und in- 

flationistischen Knsenbekampfungspohtik Vol V, p i 



OsK^R \ndersov, Professor an der Handelshochschule \arna, I si die Quantitaistheone 
stahstisch nachwetsbar^ Vol II, p 523 

Alexander Bilimomc, Professor an der Lniversitat Laibach, hi ins^ Fishers <;taii'^ttsche Me- 
thode fur die Bemessimg des Grenznutzens \ol I, p 114 

Versiich der Bemessimg des Gvenznutzens ^ol IV, p 161 

Kntischi und posiitvc Bemtikungen zur Geldwerttheone Vol II p 353 695 

L V'’ Birck Professor an der Lini\ersitat Kopenhagen, Kalkidationen und Pnisherechnungs- 
methoden Vol I p loi 

Karel Enci is Proiesbor an der L^ni\ersitat Brunn, Zum Problem der tcleologtsi hen Theorie 
dtf U utschajt Vol IV, p 220 

VUkfr) 1 \N\o Professor an der Lniversitat Padua, Irriumer in der Zeit als brsachen wirt- 
schaftlichtr Schwankiingen Vol TV, p 25 

Die Elastizitat der Nachfrage nach Lrsatzgutern Vol I, p 51 

Malro Fasiam, Professor an der Handelshochschule Tnest, Dei gegenwarhge Stand der 
Yemen Theone der Finanzwisstnschaft in Italicn V^'o! Ill, p 51 Vol IV p 79, p 357 

Eraldo Fossati Professor an der I'niversitat Padua Ricardo und du Lntstchiing dts Bullion 
Rtpott Vol IV p 473 Vol V, p 42 

R A( NA[\ I Risen Proh 'ssor in der I nivtrsitat Oslo I inigt PunKtt unti Prtisthtorie mii 
Hodtn und hhtil als PioduKtionsfahUvtn Vol III, p 02 

Gottfried Haberler Pnvatdo/ent in der Lniversitat VNien \\ iitschaft als Lebcn 

Vol I p 28 

Transfei und Preishewegung Vol II p 100 

Friedrich A Hayek, Pnvatdozent an der Lniversitat VVien, Gibi es einen Widersinn 
des Sparens*' ^ Vol I p 387 

J R Hicks, Dozent an der London School of Economics London, Gleichgewicht und Kon- 
'junktuY V^ol IV’', p 441 

Felix Kaufmann, Pnvatdozent an der Lniversitat Wien, Soziale Kollektiva Vol I, p 294 

H Frank Knight Professor an der Lniversitat Chicago, Statik und Dynamik Zur Frage 
der mechanischen Analogic in den Wirtschaftswissensckafien V’'ol II, p i 

Oskar Lange, Pnvatdozent an der I lniversitat Krakau Die allgemeint InUrdipendan^ 
der Wirtschaftsgropen und die 1 solierungsmethode Vol IV p 52 

Alexander Mahr Pnvatdozent an der Lniversitat Wien ihstintnJheoru und Lehre von 
der Minderschaizung der Zukunftsguter Vol II p 27 

VV’’ Arthur Marget Professor an der Lniversitat Minnesota Minneapolis Zur Dogynen- 
geschichte des Begnffes einer „Umlaufsgeschwindigke%t der Outer' und seines I trhaltnisses 
zur Umlaufsgeschwindigkeit des Geldes Vol IV, p 188 

Oskar Morgenstern, Pnvatdozent an der Lniversitat Wien, Offene Probleme der Kosten- 
und Ertragstheone V’'ol II, p 481 

Gunnar Myrdal, Professor an der Umversitat Stockholm Das Zweckmittel-Denken in der 
N ationalokonomiB Vol IV, p 305 

Ragnar Nurkse, Wien, Ursachen und Wtrkungen der Kapitalbewegungen Vol V, p 78 

Giuseppe Ugo Papi, Professor an der Umversitat Pavia, Die grundlegende Ursache der wirt- 
schaftheken Schwankungen Vol IV, p 330 

Bertil Ohlin, Professor an der Umversitat Stockholm, Die Beziehung zwischen internatio- 
nalem Handel und internahonalen Bewegungen von Kapital und Arbeit Vol II, p i6i 



Richard Reisch, Professor an der XJniversitat Wren, Das Kvediiprohlem in dev Volkswirt- 
schaft Vol III p I 

Die ^Deposit" -Legends in der Banktheorie Vol I p 489 

Ijmberto Ricci, Professor an der XJniversitat Kairo, Die Kuvven des Geldnutzens und die 
Theone des Sparens Vol III, p 307 

Die ,,synthetische Okonomie'* von Henry Ludmell Moore Vol I, p 649 

M Roche-Agussol, Professor an der XJniversitat Montpellier, Psychologische Okonomie 
in Frankreich Vol I, p 4, 570 

Ewald Schams, Sektionsrat in Wien, Die 4 nfange lehrgeschichthcher Betrachiungsweise in 
der N ahonalbkonomie Vol III, p 47 

Komparative Statik Vol II, p 27 

Erich Schneider, Dozent an der XJniversitat Bonn, Kosteniheoretisches zum Monop olproblem 

Vol III, p 185 

Heinrich von Stackelberg, Koin, Grundlagen einer reinen Kosieniheone 

Vol III, p 333, 352 

Richard Strigl, Professor an der XJniversitat Wien, Lohnfonds und Geldkapital Vol V, p 18 

Rudolf Siucken, Professor an der XJniversitat Erlangen, Keynes Vorschlage zur Wirischafts- 
belebung Vol IV, p 646 

J Tisbergbs, SchQvemngen, Beshmmung und Bedeuiung von A ngebois kuvven Vol I p 0O9 

Jakob Viner, Professor an der XJniversitat Chicago, Cost Curves and Supply Cwves 

\ol 111 p 23 

F Zeuthen, Professor an der XJniversitat Kopenhagen Da^ Pnnzip dtv Knappheit 
techmschc Kombinaiion und okonomi^cht Quahtat \ol IV, p i 

To its wide range of distinguished tontribiitors the “Zeitschritt’ owes its 
unique position For it is in this wat lonstantl^ Kept in touch with ail interesting 
anti important developments (d thought on the Continent The conclusion seems 
justified that the journal has lullilled the high expectations raised by the following 
words of Professor MaVlER in the introductory statement quoted “Such con- 
tinuous cooperation of scholars of different * schools' and different countries gives 
rise to the confident hope that new ideas will, in this way, more effectively 
contribute to the development of economic science, that, for example, the 
methodological disputes — without which no progress of knowledge is possible 
regarding the relative merits of different roads to truth, will be fought out on 
a broader basis and with the participation of all workers in the field, and that 
the mutual positive advancement through the exchange and assimilation of new 
thought may proceed in a more direct and fruitful manner ” 

The next number of the “Zeitschnft” which appears at the end of June 
will probably include the following articles 

Dr J Tinbergen, Schev enmgen EmflujS von Kaufkraftregulierung auf den Konjunktur- 
verlauf Privatdozent Dr O Morgenstern, Wien Zeit und Wertlehre Dr G Lovasy, 
Wien Schutzzolle bei unvollkommemr Konkurrenz Dr F Walter, Wien Kapital und 
Kapitahsmus O Freiherr v ON Mering, Berlin VolkswirtschafthcheProduktivitatund 
volkswirtschaf ticker Gesamtnutzen Dr K H Stephans, Lubeck Berner kungen zum 
Wertaspekt der modernen V erteilungstheone 
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Kapifal und Produktion. Von Richard v Stngi, Proftssor an dir Uni\tr- 
sitat Wien X, 247 Seiten (,,Beitrage zur Konjiinkturforbchiing**, Nr 7 Her- 
ausgeg \oin Osterrcich Institut fur Konjunkturforschung ) 1934 RM 7 So 
Inhaltsubersich t Dil PrfMluktionbumwegc — Die horizontalc und vcrtikilc \ tr- 
bundenheit dtr Prcise — Gtkl und Kapitcd — \nhang 1 /uni Problem dcr Konjunkturen - 
\nhcing II Pm \ ichwort /um Kapitalsbegnff 

Gf^,Lnub<r i-iinr \uffassini-j di» lu s« hr an cinrr btarr* n \orstfllung von kapitnl haltct dtr \ erf ism r d ilJ 

das Kapital irimu r nur (in iin Proztli dtx Investiening und Wiedtrfrtmetzung Bewegt^s zst Das gilt fur Iincstitimiin 
du durch Bindung von frtiLiii Kapital entstfhen, mcht minder als fur das Bttntbskapital Dn Freisttzung dts tinnnl 
bundtnpn friicn Kapitals und seine ueutrbrhe Invtstierung ermSghcht die Erhaltuiig d(s Kapitalb( standts d<r 
Wirtsf haft Das entscheidcndc Problem der Produktion ist die Regulierung ihrcs Aufbaufs in d(r Wose daS das \us 
iinS der Investierungcn sich einer fortlaufenden \ersorgung nut freiem Kapital anpaCt Es wird gezeigt, dafi nur dn 
Bildung ernes der Versorgung mit realem Sparkapital entspreehenden ZinsfuBts das \usniaB dt^r Invtstitinntn in der 
Weise bestimmen kann, dai 3 sie sich in den Rahmtn der wirtschafthchen Gegf benheitrn anfugen Stdrungtn in dfr 
Bildung des Zmsfufies mussen ganz so wie alle Becinflussungen dts Wirtschaftsablaufes voin Gt.ld aus dazu fuhren, daB 
auch emt Storung im Aufbau dir Produktion. fintntt Die Bcsprechung des Konjunkturvtrlauh s gibt -XnlaB zu einer 
Krdrterung der moglichtn MaBnahmen dtr KonjunkturpoUtik Besondcres G( vurht wird in dfin Bii(h( auf eint Klir 
st« Hung df s \ erh iltmsses 7 \\ im hen Gi Id und Fvapital g( If gt df s wf itt n n auf die Be handlung df r L rsaihf a ubenn iBiger 
Bindung des Kapitils in damrlufttn \nlwn 

Dis Bill h bit tft \i<lfa( h< \iisbh< K auf hoi hst aktuf Il( praktischf Probl< ra< und ist nirht nur fur di n th* oret isch 
1 Hti r( ssir rti II soiidtrn au< h tur den dtr su h nut \\ irls< h iftspohtik imd Bf tru bsfuhrung InfiBt von dfr 
allf rt,ruBti u B* (U utiiiu 

Die Grenzen der Wirfschaftspolitik. Von Oskar Mo rgenstem,Prudt- 
dozint an dir Unuirsitat Witn, Liitir di s Ostt rn nhisihin Institutis iur 
Konjunkturforschung VII, i36Stitin (,,Bcitragi zur Konjunkturforhchung , 
Nr 5 Herausgegeben \om Obterreichischtn Institut fur Konjunkturfor- 
schung ) 1934 RM 4 80 

Inhaltsubersicht i Einleitung — 2 Das Anwendungsproblem — 3 Die starren 
Systeme der \\ irtschaftspolitik — 4 Die Streuung der Wirkungen der Wirtschaftspolitik — 
5 Die gegenseitigen Abhangigkeiten der wirtschaftspolitischen MaBnahmen. — b Die durch 
Macht gesetzten Grenzen — • 7 Immanente Schwierigkeiten der W irtschaftspolitik - 
s Die Besonderheiten der KonjunkturpoUtik — 9 Die Gefahren der Nationalokonomie — 
10 SchluB Staat und W irtschaftspolitik — Anhang 

I)i« viirlunfuflf Sfhnft bdiandelt in ausfuhrhchfr Wuso die bragt, imvicweit die Nationilbkonomie fur die Wirt 
schkftspnhtik in Bi tr-K ht komnit d h sic befaBt sich mit dein sog \n\vtndungsproblem 1 s wird gegi riubcr alien 
jcnen dn dtr N itionalokonuniif du I igens( haft « m< r I rfahrun.,s\viss( nschaft abspnehm wolltn und sie gkirhzeitig 
nut irgcndwtlchi 11 S\sttiutu dtr \\ irtschaftspolitik \vu dim Libtrahsmus odfr Soziahsmus idcntifizirren moehlcn 
em klarer rreunun^sstru h ziw n lu n /usaiunu iih u^i n wirdin frtiniutie, die zahlreichm Schwicngktiten 
aufgezeigt, die su h ciiit r ratioru lien W irtschaftspolitik m di n \\ t g sti Ilf n I erner wetth n dif Fragi n dtr W idfrspnu hs 
freiheit der wirtschaftspolitischen MaBnahnun die Bizuhungcn \on Maiht und okonomisi htin Gesetz usw besprocht n 
Da es aber in der Wirtschaftspolitik fur die Nationalukonoinii kunen wit irnrntr gt artt tin I rsitz gibt iiuiB uainenthi h 
der ,,Vulgarokononue der gefahrhehsten Pseudo wissenschaft d^r Gtgduvart riu ksichtslost r Karupf angtsagt werden 
Dadurch wurde die wassenschaftlichc Penode der Wirtschaftspolitik tinge leitct dtrtn hauptsachlu hstt n Mtrkmalf then 
falls gekennzeichuet werden 

Fuhrer durch die Krisenpolitik. Von Fntz Machlup, Wien XV, 
232 Seiten (,,Beitrage zur Konjunkturforschung“, Nr 6 Herausgegeben vom 
Osterreichischen Institut fur Konjunkturforschung ) 1934 RM 7 80 

Inhaltsubersicht Wirtschaftspolitik und Krisenpolitik — Ankurbelung durch 
Kreditausweitung — Arbeitsbeschaffung durch Investitionen — Verkurzung der Arbeits- 
zeit — Senkung der Produktionskosten — Erleichterung der Schuldenlast — Innen- 
kolonisation und Naturalwirtschaft — Autarkisierung — Abbau der AuBenhandelsschranken 
— Reformen des Geldwesens — Sparen oder Konsumieren — Beschrankung oder Be- 
schleunigung des technischen Fortschrittes — Emschrankung der Konkurrenz — Plan 
wirtschaft — Sachregister — Empfohlene Schriften 
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Theorie der Produktion. Von Dr Each Schneider, Pnvatdozent an der 
Universitat Bonn Mit 40 Textabb Etwa 120 Seiten Preis etwa RM 7 50 

Inhaltsubersicht I Kapitel Die technischen Grundlagen der Produktion i Die 
Produktionsfunktion — 2 Allgememe Eigenschaften und Darstellungsmoglichkeiten einer 
Produktionsfunktion — 3 Der Begriff der technischen Grenzproduktivitat — 4 Die 
Ertragsfunktion — 5 Das Theorem von Wicksell- Johnson — 6 Harmonische und un- 
harmonische Faktorkombinationen — II Kapitel Die okonomischen Grundlagen der 
Produktion I Ahschnitt Die Produktion als kostentheoretisches Problem 
I Begriff und Bestimmung der Minimalkostenkombmation — 2 Die Reaktionsmoglich- 
keiten ernes Betriebes auf Schwankungen des Produktionsumfanges — 3 Begriff und Arten 
der statischen Gesamtkostenkurve — 4 Emige kostentheoretische Grundbegriffe — 
5 Die statische Gesamtkostenkurve ernes Betriebes bei totaler Anpassung — 6 Die statische 
Gesamtkostenkurve ernes Betriebes bei partieller Anpassung — 7 Statistische Kostenkurven 
bei partieller \npassung — 8 Das Harmoniegesetz — 9 Minimalkostenkombmation und 
statische Kostenkurven bei vanablen Preisen der Produktionsfaktoren — II Ahschnitt 
Die Produktion als markttheoretisches Problem i Analyse des marktstrategi- 
schen \erhaltens ernes Betriebes — 2 Die mdividuelle Preisabsatzfunktion ernes Betriebes 
und ihre Elastizitat — 3 Umsatz und Grenzumsatz — 4 Die Bestimmung der gunstigsten 
Produktenmenge fur einen Betneb der Preis-Mengenanpasser auf der Produktseite 1st — 
5 Die Bestimmung der gunstigsten Produktmenge fur emen Betneb, der Mengenanpasser 
auf der Produktseite 1st — 6 Die Eigenschaften der Maximal- Gewmnkombmation eines 
Betriebes Anhang 


Markfforin und Gleichgewicht. Von Hemnch von Stackelberg, Koln 
Mit 18 Textabbildungen Etwa 150 Seiten Preis etwa RM 10 — 

Inhaltsubersicht i Problemstellung und wirtschafrstheoretische Grundlagen — 

2 Generelle Analyse der typischen Marktformen — 3 Analyse der Beziehungen zwischen 
zwei und mehreren Markten — 4 Die Rangordnung der dyopolistischen Marktpositionen — 

5 Dogmenhistonscher AbriB — b Marktform und W irtschaftspohtik 

Die Theorie der Marktformen mit unvollstandiger Konkurren/ die nut Cournot an- 
setzte und seit Edgeworth in steigendem Made (xegenstand der uissensch iftlichen Dis- 
kiission geworden 1st hat in deni \ orlitgenden \\ erk eine zusammenfassende und ab- 
sthhcSende Behandlung getunden Die zentrale Bedeutung, welche das hier untersuchtF“ 
Problem im Gefolge der zunehmenden Konzentration in der Wirtschaft gewmnen muJBte, 
macht das vorliegende \\ erk zu emer hochst aktuellen Publikation Die grundlegend 
neuen Gesichtspunkte, unter denen das Problem angepackt und gelost wird, brmgen 
erne Erkldrung fur das Versagen der autonomen Vk'irtschaft im Zeitalter der industnellen 
Zusammenschlusse Sie fuhren zu einem Ansatzpunkt fur die theoretische Begrundung 
der mtegralen Marktregulierungspohtik des autoritaren Staates Em mathematischer An- 
hang bnngt die exakte Begrundung fur die im Text vorgetragenen Erkenntmsse 


Fruher enchien 

Die reine Theorie des Geldmarkfes. Von Marco Fanno, Padua Die 
Umlaufsgeschwindigkeif des Geldes. Von Manus W Holtrop, Ijmuiden 
Zum Problem des ,,neufralen" Geldes. Von Johan G Koopmans, Den 
Haag Der Gleichgewichisbegriff als Insfrumenf der geldfheore- 
tischen Analyse. Von Gunar Myrdal, Stockholm Das Valutaprobiem 
in den skandinavischen Landern. Von Knut Wicksellf (Gesammelt 
erschienen als ,,Beitrage zur Geldtheorie“, herausgegeben von F A von 
Hayek, London ) XI, 511 Seiten 1933 RM 28 60 

DiesesBuchvermitteltdemFachgelehrtendieMoglichkeit, in einem emzigenBande vereinigt 
funf grundlegende Arbeiten von besonderem Wert und emen vollstandigen tlberblick uber die 
mod erne Geldliteratur zu besitzen Ferdtnando dt Femzio im ,,Giornale delle Economisti“ 


Verlag von Julius Springer in Wien 



Die Wirfschaftstheorie der Gegenwart m Darstellungen fuhrender 
Fachgelehrter Herausgegeben \on Hans Mayer, Witn, m Verbindung mit 
Frank O Fetter, Pnnceton N J , Richard Reisch, Wien 

Band I GesamtbiidI der Forschung in den einzelnen Landern. 

XII, 280 Seiten 1927 RM ih — , geb RM 19 50 

Band II WeiHf, Preis, Produkfion, Geld und Kredif. 

VI, 413 Seiten 1932 RM 39—, gcb RM 4050 

Band III Einlcomnnensblldung. AUgememe Prinzipien, Lohn Zins, Grundrcnte, 
Unternehmergewinn Spezialprobleme 

IV 341 Seiten 1928 RM 26 — , RM geb 27 50 

Band IV Konjunicfuren und Krisen. InternaHonaler Verkehr. Haupf- 
probieme der Finanzwissenschaff. Okonomische Theorie 
des Sozialismus. 

V, 375 Seiten 1928 RM 32 — , geb RM 33 50 

In one respect these volumes indicate, for all countries not so much a trend tovvards 
popularization as a trend towards the testing of all theories by their practical application 
to the immediate problems of the masses of people in all nations 

John R Commons in American Economic Review 


Repeiiiorium der theoretischen Nationalokonomie. Von Dr 

Emil Kauder, Berlin MR 9 Abbildungcn VI, 165 Seiten 1932 RM 3 go 

Von demselhen V erf a sserhefindei si ch in Vorbeieiiun^ 

Repefitorium der Finanzwirfschaffsiehre. 

Krise und Einkommen. Von Dr Viktor Bloch, Wien Mit 13 Abbil- 
dungen IV, 93 Seiten 1932 RM 5 80 

Kapitaibiidung und KapHalaufzehrung im Konjunkfurverlauf. 

Von Erich Schiff XI, 234 Seiten 1933 (,,Beitrage zur Kon]unkturforschung‘b 
Nr 4 Herausgegeben vom Osterreichischen Institut fur Konjunkturforschung ) 

RM 12 — 


Grundlagen einer reinen Kostentheorie. Von Heinnch von 
Stackelberg, Koln Mit 15 Abbildungen VII, 13 1 Seiten 1932 RM 8 — 

Borsenkredit, Indusfriekredif und Kapifalbildung. Von Fntz 
Machlup, Wien XII, 224 Seiten 1931 („Beitragezur Konjunkturforschung", 
Nr 2 Herausgegeben vom Osterreichischen Institut fur Konjunkturforschung ) 

RM 12 — 


In Vorbereitung 

Lehrbuch der mafhemafischen Sfatistik. Von O Anderson, Pro- 

fessor an der Handelshochschule m Varna 


Verlag von Julius Springer in Wien 



Der infernafionale Handel. Theone der welfwirtschaftlichen Zusammen- 
hange sowie Darstellung und Analyse der AuBenhandelspoliiik Von Dr Gott- 

fned Haberler, Pnvatdozent an der Umversitat Wien (Enzyklopadie der 
Rechts- und Staatswissenschaft XLI ) 1933 Mit 35 Abbildungen XI, 
298 Seiten RM 19 60 

“ Dr Haberler first works out the basis for a real understanding of the economics 
of current commercial policies, and the reviews both the so-called practical doctrines an 
their execution Few indeed, if any, of the spurious arguments and fallacies of the pro- 
tectionist escape his vigilant eye and destructive criticism It is almost with aestetic 
enjoyment that one follows Dr Haberler's exposition and analysis the most difficult special 
cases and situations Never allowing himself to be lured into simplifications, and triumphantly 
succedmg m outlining the aims and limits of commercial policy. Dr Haberler has siicceded 
in giving to the public a work which will endure and whose intluence should be very great ” 

The Economibt 


GrundriB der Stafistik. Von Dr Wilhelm Winkler, Professor an der 

Umversitat Wien (Enzyklopadie der Rechts- und Staatswissenschaft ) 

I. Theoretische Sfatisfik. Mit 22 Abb IX, 177 Seiten 1931 RM 10 80 

II. Gesellschafisstatisfik. Mit 23 Abb X, 290 Seiten (Lfg XLVIa ) 

1933 RM 19 60 

„Dieses Buch konnen wir nicht angelegenthch genug zum Gebrauch m unserem Lehr- 
betneb, eventuell zum Gebrauch uber diesen Lehrbetrieb hinweg empfehlen “ 

Professo'' Dr J Schumpeter tn ,,Schmoller$ Jahrhuch ‘ 

„Daran kann kaum ein Zweifel sein. daS Winklers GrundriB fur Theone und Praxis 
dcr Statistik ein neues Standardwerk darstellt, das mit jedem der vorhandenen deutschen 
und der auf dem Gebiete der Statistik fuhrenden englischen Werke nach logisch-methodo- 
logischem Aufbau und nach Whssensumlang m Konkurrenz zu treten vermag Wer syste- 
matisch statistische Mtthodenlehre tieibcn will dcin konntn wir kcinen besseren weil 
methodibch strtngtren 1 chrmeistcr wunsclun als W mklcr Die Natu^wi^iiCn^Lhciftoi 


Einfiihrung in die Finanz- und Wirtschaftsmathematik. Von 

Dr phil A Timpe, o Professor an der Technischen Hochschule in Berlin 
Mit 70 Abbildungen VI, 217 Seiten 1934 RM 9 — 

Inhaltsubersicht I Emfacher Geldverkehr Wertpapiere —II Zmseszins- und 
Rentenrechnung Versicherungsrechnung — III Tilgungs- und Abschreibungswesen — 
IV Kurs und Rentabihtdt von Tilgungsanleihen — V Tanfmathematik — VI Erfolgs- 
rechnung — VII W ahrscheinlichkeitsrechnung und mathematische Statistik m Anwendung 
auf Wirtschaftbprobleme — VIII Die Analyse von Zeitreihen — Anhang — Namen- und 
Sachverzeichnis 

,,Die ,Emfuhrung‘ darf fur sich in Anspruch nehmen, ernes der besten Bucher seiner 
\rt 7 u sem Aus dem akademischen Unterncht entstanden, entspneht sie doch auch in 
vollemMaBe den Anforderungen des Wirtschaitspraktikers Insbesondere findet das be- 
triebswirtschafthche Rechnungswesen eine wertvolle mathematische Bereicherung 

Der deutsche Volkswirt 


Ailgemeine Vollcswirtschaffsiehre. Von o von Zwiedmeck-Suden- 

horst, Professor an der Umversitat in Munchen (Enzyklopadie der Rechts- 
und Staatswissenschaft XXXIII ) VI, 280 Seiten 1932 RM 15 — 
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The Annual Guide to Current Official 
Statistics provides a very necessary 
key to the store-house of statistic^ 
information contamed m hundreds of 
survqirs^periodicalsa returns and reports 
on a wide range of subjects issued each 
year by Government Departments. 


GUIDE TO CURRENT 
OFFICIAL STATISTICS 

(Issued 6y the Permanent Consultative Committee on 
Official Statistics) 


OBJECT 

The needs of the enquirer seeking information 
of a statistical character are not always met by the 
ordinary type of “ subject index He commonly 
desires to know not merely what volumes deal 
generally "^th the subject of his researches, but also 
■vyhethcr such volumes contain statistics analysed in a 
defined manner which will illustrate some particular 
aspect of the subject he is studying 

It IS accordingly the aim of the Guide : — 

(1) to direct the enquirer to all current offi- 

cial publications that contain statistics 
bearing on his subject , and, more 
especially, 

(2) to inform him of the nature of the statistics 

he will find in the volumes to which he is 
referred, 1 e , their mode of analysis, and 
the time and place to which they relate. 


SCOPE 

The Guide covers the whole of the statistical 
information contained in official publications issued in 
1933 by Government Departments in Great Britain 
and Northern Ireland At the end a list of the titles 
and prices of official publications containing statistics 
is appended. 

The frequency of issue of periodical publications 
has been indicated in the List, and the Monthly 
Circular issued free of charge by the Stationery Office 
will enable the enquirer to keep in touch with later 
issues of the annual and other periodical reports as 
they become available 



USE 

The Index is specially planned to provide a means 
of tracing every topic on which official statistics are 
available Should the inquirer be unable to find what 
he seeks among the 700 alphabetical references under 
which the entries are arranged, it is only necessary for 
him to identify the subject of his inquiry with one or 
other of the following piimary headings, from which 
every entry in the Index is developed by means of 
cross-references 


Agriculture 

Banking, Commerce and 
Insurance 
British Empire 
Defence 
Education 
Fisheries 

Foreign Countries 

Forestry 

Index Numbers 

Industry and Labour 

Justice 

Land 

Meteorology, etc* 


Mining, etc. 

National Finance 
Property 

Public Administration 
Public Health and Vital 
Statistics 
Religion 
Research 
Social Services 
Thrift 
Trade 

Transport and Com- 
munications 
War, The Great 


This system ensures that the whole of the published 
material dealing with any particular subject can be 
traced with certainty in the pages of the Guide. 


Indtsfensahle to the Stattstician 
Economtsty Journahsty Research Student 
and Lthrartan 


VoL 12 1933 
Now Ready 


Price 15 . net 
Post Free 15 ^d 



ORDER FORM 


To 


Date 


Please supply me with cop each year of the 

GUIDE TO CURRENT 
OFFICIAL STATISTICS 

I enclose remittance value s d, to cover cost and 

postage of the volume for 1933. 


Please 

write 


' Name 
H Address 


clearly 


Obtainable from any of the Sale Offices of 

HIS MAJESTY’S STATIONERY OFFICE 

LONDON — Adastral House, Kingsway, W C 2 
EDINBURGH— -120, George Street. MANCHESTER— York Street 

CARDIFF^ — r, St. Andrew’s Crescent. BELFAST- — 80, Chichester Street, 
or through any BookseUer 


Wt mi 7 '630 15,600 7/34 Hw Gl4 
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cost curve ^ Therefore receipts per physical unit of output fall 
off faster than outlay as output increases, and conditions of 
diminishing returns in terms of value and outlay prevail Con- 
versely, when a loss is bemg made, increasing returns in terms of 
value and outlay prevail The harmony between the economist 
and the mathematician is complete 


It only remams to consider the case of an mdustry with 
imperfect competition between the firms composing it To 
isolate the effect of imperfect competition, assume constant 
physical returns to the mdustry ^ Then the employed factors 
receive less than the value of their marginal physical products to 
the mdustry, these bemg equal to their marginal physical products 
to the j&rm Thus it can be shown directly by appealing to 
Euler’s theorem, that the entrepreneurs receive more than the 
value of their margmal physical product to the mdustry Alterna- 
tively, adaptmg the argument developed above for the case of 
perfect competition, we may say the marginal physical product 
of an entrepreneur is equal to the output of a firm minus the 
amounts of the factors employed by a fiim each multiphed by its 
margmal physical product But the factors are paid less than the 
value of their margmal physical products , therefore the earmngs 
of the entrepreneurs are greater than the value of the margmal 
physical product of entrepreneurship This is a symptom of the 
fact that imder imperfect competition the ratio of entrepreneurs 
to other factors is higher than that which would give minimum 
cost,^ or, m other words, that the size of the firm is uneconomically 
small ^ 


^ Bet X be output, y price, and z average cost 

Then 2/ + ^^^ = z x ^ (marginal revenue = marginal cost) 




< 


dz 

dx 


the negative slope of the demand curve is greater than that of the cost 
curve (In perfect competition — see p 407 above — we have the special case in 

which ^ 0 when y > 2 , ^ must be positive Since the prices of the 

factors are constant, this entails dimimshmg physical returns ) 

® It IS to be observed that the kind of falhng supply price for an industry 
that occurs because competition becomes more perfect as the industry expands 
{Imperfect CompeHHon, p 101) is not due to increasing returns in the sense here 
relevant but arises from the fact that the proportion of entrepreneurship to other 
factors becomes more favourable (that is, less) as the industry expands and the 
jfirms grow in size 

3 This IS true even if the reward of the entrepreneur is zero, for m that case 
his marginal physical product to the industry must be negative 

The analysis of the effects of increasmg or diminishing physical returns 
to the industry can be superimposed on the analysis of imperfect competition 
No 175 VOL XLIV E E 
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The fact that tinder imperfect competition the entrepreneurs 
receive more than then: marginal physical productivity to the 
industiy was perceived by Wicksteed, but, shaken by Pareto’s 
criticisms, he had not sufficient confidence to state it as a definite 
proposition In 1905 he wrote that the “ general result of inves- 
tigation so far as it has yet been carried is to make it seem probable 
that in proportion as we approximate to the state of thmgs usually 
assumed in the Theory of Political Economy e free competition, 
m which each individual competitor does only a small fraction of 
the total busmess of his market) we approximate to the result 
indicated [total product equal to the sum of the factors each 
multiplied by its marginal product] So far as we recede from 
these conditions (for instance, m a great monopoly or trust) we 
recede from this result, and give the persons who control the 
concern something more than their distributive share in the 
product as measured by their margmal mdustrial efficiency ” ^ 
And already in 1894 he had caught a glimpse of it “ The 
failure fully to confirm and generalise a property in the productive 
functions which would yield an admirably compact and complete 
co-ordmation of the laws of distribution need not discourage us 
Its suggestions as to the line of attack we must follow in deal mg 
with monopolies, and with the true sociahsing of production, are 
so magnificent in their promise that we are more than consoled 
for the want of completeness in our immediate results ” ^ But, 
after forty years, economists are still debating the addmg-up 
problem and neglecting to fulfil that magnificent promise 

Joan Robinson 


For instance, it can bo seen that if increasing returns prevail, the employed 
factors will receive less than the value of their marginal products for two reasons, 
while the entrepreneurs will receive a reward which may be less or more than the 
value of their marginal product, according as the effect of increasing returns 
outweighs or is outweighed by the effect of imperfect competition 

^ Common Sense, Vol II, p 862 2 Qq ord%natxon, p 38 



THE PROFITS OF PROFESSIONAL SPECULATORS ^ 

I 

Some yeais ago the pioblem of the souice of the profits of 
professional speculators on organised produce markets was dis- 
cussed by R A Lehfeldt - and J G Smith ^ in the pages of the 
Economic Journal This discussion, though brilliant and provo- 
cative, was inconclusive, and a reconsideration of the subject on 
the basis of subsequent governmental investigations in the United 
States may not be out of order 

A solution of the problem of the souice of profits on a specu- 
lative maiket is desirable, not only as an aid to the understanding 
of the operations of such markets, but as a guide to public policy 
with reference to exchanges If there is a body of expert, pro- 
fessional speculatois who, m the mam, make a profit out of their 
speculative activity, aie their profits balanced by the losses of 
the inexpert speculators, oi do they come from other sources ^ 
The answer has a direct beaiing on the desirability of attempting 
to exclude amateur speculators from the market ^ If their losses 
provide the piofits of the more expert traders, an attempt to 
exclude them from the maiket might lead to the retirement of 
the professional speculators as well, and thus destroy the market 
Professor Smith holds that the presence of the inexpert trader 
IS necessary to the existence of the exchange In his book. 
Organised P^odhce 3Imkeis, he says, “ Yet it is difficult to 

see how the speculative market can be maintained foi the legiti- 
mate traders without the admission of the foolish outsider also, 
in quite considerable numbeis ” ^ 

Professor Lehfeldt contended that the amateui is not essential 
to the maintenance of the maiket, but that the profits of the 

^ This paper was made possible by the grant of a Fellowship by the Social 
Science Research Council, and by an appointment to the position of Collaborator 
in the Grain Futures Administration of the United States Department of 
Agriculture 

2 “ The Maintenance of Organised Markets,” Economic Journal, XXXIII, 
428—430 (September 1923) 

® “The Profits of Speculators,” Economic Journal, XXXIII, 579-581 
(December 1923) 

^ Such an action, for example, was recommended in the Report oj the Royal 
Qrmn Inqmry Commission (of Canada), 1925, p 139 

5 p 121 
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more expert traders come from another source His argument is 
described m a later part of this paper 

In the decade which has elapsed smce this discussion the 
operations of organised markets have been subjected to careful 
investigation in the Umted States, and much information has 
been collected which has a bearing on this as well as other aspects 
of the operation of these markets TJie Report of the Federal 
Trade Commission on the Gram Tuade (in seven volumes) was the 
result of an exhaustive investigation of ail phases of the gram 
trade, and is based upon the collection and analysis of informa- 
tion much of which had never before been collected The Gram 
Futures Admmistration, a bureau of the Umted States Depart- 
ment of Agriculture, under the authority of the Gram Futures 
Act of 1922, has wide supervisory powers over grain exchanges 
in the Umted States This bureau has made investigations of 
the operation of organised gram markets m the Umted States, 
and has pubhshed data secured from reports made to the Adminis- 
tration by the members of these markets ^ The material and 
studies thus provided form the basis for much more accurate 
generahsations on the subject of organised produce exchanges 
than have been possible m the past This is particularly true 
of the problem of speculators’ piofits 

Most discussions of orgamsed markets assume that theie is a 
class of professional expert tradeis, vho have consideiable 
abihty to forecast the direction of price movements, and who, 
in general, profit from their operations in the market Their 
skill IS frequently contrasted with the ineptness of the amateur, 
lamb,” “ punter,” or foohsh outsider,” who knows nothing 
about the gram market and merely gambles on the course of 
prices 

The operations of the expert trader, it is claimed, stabihse 
prices by discounting future developments in the supply and 
demand for the commodity, and by pi eventing unexpected 
occurrences from driving prices out of hue with the general 
situation The question of the effect of speculation on prices 
has been the subject of considerable controversy, but the general 
opimon of economists has been that speculation stabihses prices 
— and that this efiect is due to the skill of the professional specu- 
lator It IS therefore interesting to note that the Federal Trade 
Commission comes to the conclusion that, Under existing con- 

^ The principal publications of the Gram Futures Administration are listed 
in the bibliography of Future Trading uporh Orgamsed Commodity Marlcets ^n the 
Umted States, by G Wright Hoffman 
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ditions of speculation in giain futures no sucli stabibsing influence 
has been found ” ^ 

The problem is fai too complex to be considered here, but 
the conclusion of the Federal Trade Commission raises the ques- 
tion whether the failure of future tradmg to stabihse prices 
would be evidence that there is no group of speculators profiting 
consistently from their operations m the market There are, 
however, other jiossibilities The mexpert speculators may trade 
in such volume as to overbalance the activities of the more skil- 
ful , or the operations of the professional speculator may, at least 
occasionally, tend to accentuate swings in prices and not to 
reduce them As a result of extensive studies of the operations 
of professional speculators the Grain Futures Admimstration has 
come to the conclusion that, Professional speculators may be 
divided loughly into two groups (1) Those who trade on the 
basis of rational appiaisement of present and prospective con- 
ditions aliecting supply and demand, without at the same time 
trading in a manner or with aids designed to augment or arti- 
ficially hasten the market results expected These have been 
considered as belonging to the constructive group (2) Those 
who trade largely on the basis of mob psychology and faith m 
their abihty through heavy trading to brmg about temporary 
market conditions of which they may take advantage to make 
profits Their operations and presence in the market are distinctly 
destructive ” ^ 

Even the ‘‘ constructive ” group of professional speculators 
may trade m such a manner as to unsettle prices If, because of 
sudden developments or demorahsation of the market, their 
position long or short becomes untenable, their hasty hqmdation 
or covering may accentuate the fiuctuations of prices ® Under 
these circumstances the failure of speculative trading to stabihse 
prices would be no proof that the professional speculators do not 
profit, on the whole, from their activity 

The problem of the extent and sources of the profits of pro- 
fessional speculators on produce exchanges is clearly a problem 
of importance if the economic position of these markets is to be 
rightly understood, and if an intelligent pubhc pohcy with refer- 
ence to speculative markets is to be adopted In this paper 
some estimates will be made of the amount of profits reahsed 
by various classes of speculators on the Chicago Board of Trade, 

^ Bepoitt Vol VII, “ Effects of Future Trading,” p xxm 

2 Fluctuations %n Wheat Ftitiires, Senate Document No 135, 69th Congress, 
1st Session, p 5 

^ Ibid , p 5 
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and the question of the source of the profits of professional 
speculatois will then be considered 


II 

Data in the files of the Grain Futures Administration make 
possible an estimate of the profits of various classes of traders 
in the wheat and maize September 1927 futures on the Chicago 
Board of Trade These estimates represent a very small sample, 
and cannot be supposed to give an indication of the usual situa- 
tion with legard to profits and losses They represent, neverthe- 
less, a sample from actual experience 

In response to a resolution of the United States Senate, the 
Grain Futures Administration made a special study of the opera- 
tions of various classes of tradeis for the period January 3 to 
October 13, 1927 ^ The Gram Futures Administration secured 
from each of the clearing members of the Chicago Board of Trade 
every account which had shown an open interest in any future 
of as much as 200,000 bushels, or purchases or sales amounting 
to as much as 200,000 bushels in a single day during the period 
covered When the accounts of the same trader with two or 
more clearing inembeis had been combined it was found that 
there were 393 tiaders in wheat futuies whose accounts were 
sufficiently large to be included in the libt Foi these 393 traders 
the accounts supplied the purchases and sales, and net positions 
for each day in the period These tradeis were classified by the 
Grain Futures Administration as follows ^ 

Class B, hedgers — This includes tiaders who buy and sell 
futures to offset othei sales or purchases of cash grain or 
gram products Elevator operators, exporters, and manu- 
facturers come within this class 

Class (7, scalpers or pit traders — This class is made up 
of traders who buy and sell during the trading session, often 
m large quantities, but who aie piactically always even ’’ 
at the close of the session 

Class D, speculators — Includes the traders who buy or 
sell on relatively large scale in the hope of profiting through 
price changes occurring over a period of more than a day 
Class E, spreaders — This class is composed principally of 
those who speciahse m trading between futures, between 

^ JR.e'ports hy Members of Qratn Futures Ei^changes (in two parts). Senate 
Documents No 264, 70th Congress, 2nd Session, and No 123, 71st Congress, 
2nd Session For a statement of the conditions which led to this study see 
below, pp 426, 427 » ThM , p 12 
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grams, or between markets Their hope of profit arises 
out of the change in price relationship between futures, 
grains or markets A spreader, for example, may be long 
the September future and short the December future to a 
corresponding amount in the same or in different markets, 
hoping to profit by a change in the price spreads between 
them 

By subtracting the total trading and open commitments of 
these four classes from the total trading and open commitments 
data for all traders it was possible to secure total figures for the 
trading of the smaller traders This class, designated Class F, 
included hedgers, scalpers, and spreaders, but the majority were 
said to be speculators scattered throughout the United States 
These classifications are admittedly rough Each of the four 
classes of larger traders includes individuals who did some trading 
of the type indicated by the other classifications In all such 
cases the traders were classified according to the type of trading 
which predominated in their activity The grouping is not 
exactly suited to the purposes of an investigation of the profits 
of professional speculators There may be some amateur specu- 
lators among the large traders in Class D, and there are certainly 
professional speculators included in Class F It is piobable, how- 
ever, that use of size of operations as a criteiion by which to 
distinguish the professional from the amateur does not lead to 
gross errors 

By taking the net change in open commitments for each class 
for each day m the period covered, and by multiplying it by a 
price for that day, an estimate may be made of the profitable- 
ness of the operations of the class as a whole Such a compu- 
tation takes no account of scalping, or m-and-out trading during 
the day While such trading is an important element in the 
market, it may be distinguished from speculative trading, which 
is concerned with the course of prices over a period of days or 
weeks The profits or losses so calculated do not include com- 
missions, or other expenses incurred in trading 

An estimate was made of the profits and losses in the September 
wheat future of 1927 , and the results are shown m the tables 
below (Tables I, II and III) Each daily change in net position 
was multiphed by the high and by the low price for the day, and 
by the mean of the high and low prices for the day By alter- 
nately assuming that all transactions for a given day were made 
at one of these prices, estimates of the net cost and net returns 
for the transactions of each class could be secured The differ- 



420 THE EGOHOMIO JOHRlSrAL [SEPT 

ence between these two values gave the net profit or loss for the 
class under the conditions assumed 

The results of these computations are summarised m Table I 
Tor each assumed price quotation the profits and losses of the 
longs and shorts balance, and the profits and losses of the various 
classes of traders balance This is an essential characteristic of 
the market It would be equally true if the actual price at which 
each transaction takes place were used in the computation, in- 
stead of a single price for all transactions on the same day This 
IS explamed m greater detail below 

Table I 

Estimates of Profits and Losses of Various Classes of Traders in 
the September 1927 Wheat Future, at Different Price Quotations 

(In thousand dollars ) 


Daily price quotation used 


Class 1 

i High 

1 Low 

Mean 

Long 

Short 

Net 

Long 

Short 

Net 

Long 

Short 

Net 

Hedgers 

- 64 

314 

250 

— 71 

209 

138 

- 07 

261 

194 

Scalpers 

6 

8 

14 

33 

8 

41 

20 

8 

28 

Large Specu- 










lators 

-545 

53 

-402 

— 298 

55 

-243 

— 422 

54 

— 368 

Spreaders 

- 3 

- 07 

- 70 

1 

— 24 

- 23 

— 1 

— 45 

— 46 

Small traders 

230 

02 

298 

22 

05 

87 

129 

63 

192 

Total 

— 370 

370 

0 

— 313 

313 

0 

— 341 

341 

0 


Losses are indicated hy the negaUoe sign 


This type of calculation gives an appearance of greater 
accuracy than the figures justify It is possible, however, to 
present results which rather over-emphasise the inaccuracy of 
the estimation If we assume that a given class makes its net 
purchases at the low prices of the days when the class in general 
IS buying, and its net sales at the high prices of the days when 
sales predominate, we may compute an absolute upper hmit to 
the profits which may accrue to the class If, on the other 
hand, the computation is made on the assumptions that the 
class made its net purchases at the highs, and its net sales at 
the lows, we secure the most unfavourable result which could 
possibly accompany the operations of the class These hmits 
are shown m Table II The mid-pomt between the hmits is 
identical with the value which resulted from assuming the trades 
for each day to be made at the mean of the high and low values 
for the day 
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Table II 


Limits within which Profits and Losses on the 1927 September 
Wheat Future must have Fallen. 

(In thousand dollars ) 


Class 

Favourable ^ 
liin.it ' 

Unfavourable 

lunit 

Mean 

Hedgers 




Long 

- 43 

- 92 

— 67 

Short 

947 i 

— 424 

261 

Scalpers ! 




Long 

79 

- 39 

20 

Short 

Ob 

— so 

8 

Large Specidators 




Long 

731 

— 1,577 

422 

Short 

100 1 

8 

54 

Spreaders 




Long 

39 

— 41 

— 1 

Short 

ISO 

— 277 

— 45 

Small Traders 




Long 

l,0b0 

— 802 

129 

Short 

160 

— 33 

63 


Losses are %nd%cated by the negative sign 


The limits shown could not possibly be reached by any class 
The volume of trading at the high and at the low each day is a 
very small proportion of the total volume That any class of 
traders could conduct all their transactions at these extremes is 
quite impossible That any class should consistently trade at 
prices much more favourable than the mean is highly improb- 
able The mean may be considered as the most likely represen- 
tation of the situation, although the possibility of considerable 
error should not be overlooked 

It IS clear from Tables I and II that the large speculators did 
not display unusual prescience m their trading in the September 
1927 wheat future As a group they pi ob ably lost m the neigh- 
bourhood of $350,000 The small traders, on the other hand, 
probably made a total profit of the order of $200,000 The 
scalpers, who are also professional speculators, seem to have 
made a small profit on their speculative (non-scalpmg) activity 
Trading m September wheat represents only one side of the 
transaction for the hedger or the spreader, and the indication 
that hedgers profited and spreaders lost in September wheat is 
no evidence as to the outcome of their trading operations as a 
whole 

In the computation of profits and losses for the 1927 September 
wheat future the only basis upon which the large speculators 
could have made a better showing than that indicated by the 
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mean is on the assumption that they were more fortunate in 
selecting the favourable price within the day than in forecast- 
ing the direction of day-to-day changes It is clear that they 
were not accurate m their predictions of the course of the 1927 
September wheat future 

While the smaller traders were more successful than the large 
speculators m forecasting price changes, this does not mean that 
they made a net profit out of their speculative activity The 
above computations do not take commissions or taxes into 
account, nor do they include in-and-out trading, that is trades 
which are closed on the same day they are opened An accurate 
estimate of the deductions necessary to secure net profits is not 
possible, as the commissions are not the same for non-members 
as for members of the Board of Trade, and there is no way of 
discovering how much of the trading of a given class was done 
by members, and how much by non-members It is also im- 
possible to segregate the commissions on in-and-out trading 
from the commissions on longer term speculation It may be 
of interest to note, however, that the class of small traders pur- 
chased and sold 949 million bushels in the September 1927 wheat 
future At the non-member rate they vould have paid com- 
missions of somewhat less than $1,400,000 on this volume of 
trading As the most favourable limit foi the profits of this 
class of tradeite was $1,200,000, it is vei^. doubtful if they benefited 
financially fiom their speculation 

It IS possible to make estimates of the profits and losses of 
the heaviest individual speculators in the September 1927 wheat 
future For the period January 3 to October 31, 1927, the 
Gram Futures Admimstration has compiled the trading by days 
and by futures for each trader who at any time during the period 
had an open interest of at least 2 million bushels in a single 
future Theie were seven of these speculators, but only six of 
them traded in the September 1927 wheat future The outcome 
of their trading activity is shown m Table III These compu- 
tations, of course, disregard commissions, taxes and other ex- 
penses of trading On this basis, Trader No 2 certainly made 
a profit, Trader No 3, almost certainly a loss, while the results 
for Traders 4 and 5 are in doubt Trader No 6 probably made 
a profit, and there can be no doubt that Trader No 7 sustained 
a very heavy loss This loss was probably in the neighbourhood 
of $600,000 

Trader No 7 was by far the heaviest trader in the September 
1927 wheat future, and his forecast of the course of prices was 



1934] THE PROFITS OF PROFESSIOKAL SPECTTEATORS 


423 


Table III 

Profits and Losses of Individual Laige Traders in the September 
1927 Wheat Futwe 


(In thousand dollars ) 


Tiader 

Fa\ ourable 
limit 

IJnfa\ ourable 
limit 

Mean 

No 2 




Short 

49 

20 

34 

No 3 




Long 

— 6 

_ 30 

- 18 

Short 

1 7 

- 8 

— 1 

No 4 




Long 

23 

- 20 

2 

No 5 




Long 

3 

2 

1 

Short 

2 

* 

1 

No 6 




Long 

— 13 

— 54 

- 33 

Short 

JIO 

- 79 

b5 

No 7 




Long 

— 320 

— S78 

- 599 


* Less than S500 Lossts are indicated hy a negntitc sign 


quite erroneous He was heavily long while wheat prices were 
declining and continued to decline At one time he was long 
more than 8,400,000 bushels in September wheat When he 
finally decided that he was on the wrong side of the market he 
sold 8,500,000 bushels m the September and December futures 

Table IV 

Piofiis and Losses of Vauous Classes of Traders in the September 
1927 Maize Future 


(In thousand dollars ) 


Class 

ra\ ourablo 
limit 

XJnfa\ ourablo 
limit 

Mean 

Hedgers 


1 


Long 

10 

- 11 

- 1 

Short 

-282 

-1,897 

- 1,089 

Scalpel 8 



Long 

1 15 

— 11 

2 

Short 

1 31 

- 64 

- 17 

Large Specidatots 

1 

1 



Long 

3,185 

301 

1,743 

Short 

15 

- 13 

1 

Spreaders 


i 


Long 

15 

- 24 

_ 5 

Short 

57 

— 220 

- 81 

Small Traders 




Long 

1 29 

- 34 

_ 2 

Short 

454 

1 -1,55b 

— 551 


Losses are %ndicated hy a negatwe sign 
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in a single day It is hardly surprising that on this day the 
price of the September future dechned more than on any other 
day during the hfe of the future. This is an instance in which 
the trading of a professional speculator tended to mcrease rather 
than decrease fluctuation 

The study of profits and losses m the September 1927 maize 
future yielded results which are in striking contrast to those 
obtained for wheat These results are summarised for the differ- 
ent classes of traders in Table IV The large speculators as a 
group profited by an amount in the neighbourhood of $1,700,000. 
AU other classes of traders lost on their September maize future 
transactions , the hedgers approximately a miUion dollars, and 

Table V 

Profits and Losses of Individual Large Traders in the September 
1927 Maize Future 


(In tho-usand dollars ) 


Trader 

Favourable 

Imut 

IJnfavouiable 

limit 

Mean 

No 1 




I<ong 

285 

— 283 

1 

Short 

79 

2 

40 

No 4 




Long 

117 

33 

90 

Short 

48 

20 

34 

No 6 




Long 

7 

— 15 

— 4 

Short 

— 17 

-152 

— 85 

No 7 




Long 

626 

163 

395 

Short 

41 

— 12 

15 

No 8 




Long 

219 

112 

166 

No Q 




Long 

157 

- 41 

58 

Short 

48 

— 244 

— 98 

No 10 




Long 

49 

— 78 

— 14 

No 11 




Long 

124 

— 101 

11 

Short 

♦ 

— 1 

* 

No 12 




Long 

383 

258 

320 

No 13 




Long 

— 46 

-169 

— 107 

Short 

1 

— 12 

6 

No U 



Long 

237 

115 

176 

Shoit 

— 1 

— 5 

_ 4 

No 15 




Long 

44 

0 

22 

No 16 




Long 

111 1 

— 12 

50 

Short 

— 1 

— 5 

™ 3 


* Less than $'300 
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the small traders about one-half of that amount, while the losses 
of spreaders and scalpers were relatively unimportant These 
results are m much, closer conformity with the usual conception 
of the success of professional speculatois than those secured from 
a study of deahngs in the w^heat future 

The profits and losses of the largest individual traders in the 
September 1927 maize future are shown in Table V Seven of 
the thirteen largest traders profited from their deahngs in this 
future, two lost, and the success of four traders. Numbers 1, 9, 
10 and 11, IS m doubt 

The computations of profits and losses in the September 1927 
wheat and maize futures are too small a samxile to be considered 
representative of the results of speculative trading in general 
Even if the sample were repiesentative, the results would be 
inconclusive, since the large traders were successful in the maize 
future and unsuccessful in the wheat future 

It is the opimon of the waiter that the abihty of professional 
speculators to forecast the coiiise of prices is generally ovei- 
estimated If professional traders, as a gioup, profit fiom their 
activity it seems hkely that such profit is the result of forecasting 
price changes for a period no longer than a few hours, and not, 
as IS generally assumed, for periods of several days, or even 
weeks Mr H S Irwin, of the United States Giain Futures 
Admimstration, has discovered that large speculators carry less 
than one-half of their trades overmght That is, to use a long 
transaction as an illustration, a bushel is bought and then sold 
the same day for every bushel which is sold on a day other than 
that on which it was bought In the case of short sales, the 
original sale is covered by a compensating purchase on the same 
day more frequently than the tiade is allowed to remain over- 
mght This statement apphes, not to scalpers, who aio expected 
to confine themselves laigely to m-and-out tiading, but to the 
group of traders who were defined as speculators, which in- 
cluded all large traders not distinguished as hedgers, scalpers or 
spreaders 

The preponderance of m-and-out trading by large traders 
indicates either that they are primarily mterested in price fluctua- 
tions within the day — are large-scale scalpers — or that much of 
their trading is done with the purpose of influencing the market 

The fact that large speculators are frequently m erior in their 
forecasts of the course of prices, and the discovery that trading 
by large speculators has a much greater influence on prices than 
the same volume of trading by othei classes of tiaders, have led 
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to the conclusion by the Gram Futures Admimstration that a 
hmit should be imposed upon the volume of trading which may 
be done by an individual in a single day ^ A hmit to the total 
open interest an individual trader may hold has recently been 
imposed under the Agricultural Adjustment Admimstration 
The trend m American practice at the present time is in the 
direction of greater restrictions on the activities of large specu- 
lators, while httle attention is being paid to the amateurs 

A most interesting requirement of the Gram Futures Adminis- 
tration is the provision that each individual must report his 
trades and open commitments to the Administration when his 
net position is more than a certain amount This amount varies 
with the size of the market For the Chicago Board of Trade it 
IS 500,000 bushels Regarding this requirement, Professor Smith 

“ There is an impression in America that the increasing 
suppression of the outside ‘ punter ’ and the necessity of 
reporting to the Government all transactions m wheat m 
Chicago of 500,000 bushels or over arc tending to lower the 
price obtained by the producei for Ins ci op There are, of 
course, other and moie fundamental reasons foi the com- 
paratively low puces of agiiculluial pioducts throughout 
the noild, but it is certainly the case that the new regula- 
tions m Ameiica have prevented some laige dealers from 
giving their pov eiful suppoit to the wheat market ” ^ 

It IS difficult to say what Professor Smith had m mind 
when he referred to the increasing suppression of the outside 
‘ punter ’ ’’ m the Umted States None of the legislation regu- 
lating the gram trade in the Umted States has had this purpose 
or effect Hjs contention that the reportmg requirements ‘‘ have 
prevented some large dealers from giving their powerful support 
to the wheat market ” is open to two questions (1) Is it true 
that large traders, because of these regulations, have refrained 
from trading, or have reduced their activity *2 (2) If these large 

traders were in the market, would they support ’’ it ^ 

Largely because of criticisms similar to that of Professor 

^ In the Report of the Chief of the Gram Futures Administration for 1930 the 
following statement is made — “ Of the amendments to the Grain Futures Act 
deemed desirable perhaps the most salutary, m the opimon of the Administra- 
tion, would be the imposition of a rational limitation upon the volume of daily 
purchases or sales and the total futures holdings permitted a trader for speculative 
purposes ” 

8 Economic Journal, XXXIII, p 581 
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Smith the regulations calling for reports on the trading of indi- 
vidual dealers were suspended by the Secretary of Agriculture 
in February 1927 Prices of wheat futures dechned through 
March and April of that year, rose sharply early in May, and 
dechned in the latter part of May and through June and July 
After a short recovery in August, prices fell rapidly until the 
middle of September After a month of fairly stable prices, 
the dechne was resumed in October The suspended regulations 
were restored on November 1, 1927, when the price of wheat 
futures was about 9 cents low^er than at the time of suspension 

The Senate in February 1928 directed the Secretary of Agri- 
culture to make an investigation of the effects of the suspension 
of the reportmg requirements The Giain Futures Administra- 
tion therefore made a careful study of the trading of various 
classes of traders on the important grain exchanges of the Umted 
States fiom January 1 to October 31, 1927 The data gathered 
in the course of this investigation made possible the profit and 
loss calculations the results of which were given above The 
evidence secured showed that the suspension of the reportmg 
requirements did not increase the total volume of trading, bring 
m additional large speculators, oi inciease the trading by the 
large speculators already in the market While some of the 
large traders were long during the period when the regulations 
were suspended, others were short, and the short commitments 
of the group as a whole were greater than the long commitments 
on a majority of the days for which the regulations were sus- 
pended ^ While it may seem surprising that the removal of the 
reportmg requirements did not stimulate trading by those indi- 
viduals who would otherwise have been obhged to report, the 
failure of the group to support ” the market w^as to be expected 
An individual tradei buys or sells on the basis of his best judgment 
as to whether prices are going up or down, and his activity will 
support ” the market only w^hen he thinlis prices are going up 
When his judgment; is wrong his powerful support may be un- 
desirable, as was strikingly shown by the experience of the 
largest speculator in the 1927 wheat future 

III 

It may be that professional speculators, as a group, profit 
from trading on organised produce exchanges If this is the 

1 Tho results of this in\ estigation are published in Senate Document No 264, 
70th Congress, 2nd Session, and Senate Document No 123, 71st Congress, 2nd 
Session 
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case it IS at least possible that these profits come very largely 
from trading on very short-time fluctuations m prices On the 
other hand, it is possible that professional speculators in general 
do not profit from speculative trading, especially when trades 
are held open for considerable periods of time That mdividual 
traders have made spectacular profits, not to mention the equally 
spectacular losses, cannot be demed The very fact that large 
gams are possible, however, may attract men and capital to a 
busmess m which there is no net gam It is qmte conceivable 
that professional commodity speculation has the characteristics 
which Veblen attributed to gold mming when he said The 
total cost of producing the supply of gold habitually exceeds the 
total value of the product by several hundred per cent ” ^ 

Professors Lehfeldt and Smith assumed that there was a net 
gam for professional traders on orgamsed produce exchanges, 
and addressed themselves to the problem of answermg the ques- 
tion, From what source are these profits derived ” 

Lehfeldt answered the question in the following way — 
Changes in prices afiect the transfer of wealth m the community 
If the price of a particular commodity is high, and its demand 
melastic, a larger share of the total social wealth goes to the 
producers of that commodity If the puce is low a larger share 
goes to the consumer ‘'When a deficient crop is ripemng, an 
exchange dealer, with his superior sources of information, and 
knowledge of the market, wull associate himself with the pro- 
ducers, in the sense that, by buymg futures he becomes responsible 
for a part of the enterprise of growing the crop When an 
abundant harvest is 3ust coming mto sight, an astute dealer 
starts bearing the market, that is by selhng futures, he takes a 
share m the utihsation of the unusually abundant and cheap 
material which will shortly be forthcommg ’’ He concluded 
that, " if the amateur speculator disappeared altogether, 
produce exchanges would still earn the income necessary for 
their maintenance ” ^ 

Professor Smith agrees with Lehfeldt in part He says, 
" There always has, I think, been fairly general agreement that 
considerable profits accrue to the experts from these sources 
under the conditions assumed Professor Lehfeldt’s reasomng 
ought to convince those who have any doubts remaimng on this 
point ’’ ^ He mamtams, however, that this source of profit is 
sufS-cient for the expert speculator only when, the fluctuations 

^ Absentee Ownership, p 174 2 ^ p 43 Q 

® Log cit , p 679 
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m price are considerable He contends that, ‘‘ '«hen 
markets are free from abnormal disturbances the amateur 

speculator is useful and his existence essential for the continued 
prosperity of the expert There is adequate evidence from a 
long series of Government inquiries in both Canada and the 
Umted States to estabhsh the fact that the bulhng and beaiing 
of experts during crop years of normal yield are not harassmg 
or costly to producers or consumers, but are undertaken mainly 
with the object of enticing outside ‘ punters ' to speculate and 
thus provide the profits that are not forthcoming in adequate 
supply from other sources at such times ’’ ^ 

The profits of expert speculators in abnormal times, according 
to Professor Smith, also come from the losses of less skilful pro- 
fessional speculators, who fail m relatively large numbers at 
such times 

It may be recalled that in the calculation of profits and losses 
on the September 1927 future, the profits exactly equalled the 
losses Does this prove that the profits of each class of traders 
are balanced by losses by other classes ^ The solution of the 
problem is not difficult when the mechamsm of future trading 
IS clearly understood Strictly speakmg, the speculator who 
‘‘ buys long or ‘‘ sells ” short on a produce exchange is not 
buying or selhng anything He is entering into a contract to 
buy or sell a specified quantity of the commodity in question 
during a given period in the future, the quahty of the com- 
modity to be transferred to fall within certain hmits In Pebruary 
1931, for example, buyers and sellers of the September wheat 
future on the Chicago Board of Trade were entermg into con- 
tracts to buy and sell the specified quantities of wheat in September 
1931 These contracts would be fulfilled by the dehvery of wheat 
of the following grades No 1 Hard Winter, No 2 Hard Winter, 
No 1 Red Winter, No 2 Red Winter, or No 1 Northern Spring, 
at the price quoted, No 1 Hard Spring at 2 cents premium, 
No 1 Dark Hard Winter at a IJ cents premium, No 1 Dark 
Northern Sprmg at a 1 cent premium, or No 2 Dark Hard 
Winter at a premium of I cent 

These contracts are not usually fulfilled Whenever either 
party to the contract wishes to withdraw he enters into the 
opposite side of another contract for the same quantity of produce, 
and through a clearmg house mechanism, his two contracts 

^ It \vould seem to follow from Piofessox Smith’s reasoning that speculation 
tends to stabilise prices in abnormal times but to increase fluctuations in normal 
times 


No 175 VOL XLIV 


F F 



430 


THE ECOKOMIO JOTJBHAE 


[sept* 


cancel each other Through his broker a sum of money equal to 
the difference in the prices per unit on the two contracts, multi- 
phed by the number of units specified, is paid to him, or is exacted 
from him, by the clearmg house This sum of money, with 
adjustments for commissions to brokers, is his profit or loss on 
the transaction The clearmg house, which acts as the seller to 
all buyers and the buyer to all sellers, disburses (aside from 
clearing charges) exactly as much money as it receives Tor all 
contracts settled by opposite transactions the profits of the 
successful speculators are exactly equal to the losses of the un- 
successful (commissions being left out of account) 

If, in the less usual case, the seller fulfils the contract by 
dehvery of the commodity, the dehvery is made to the clearmg 
house by warehouse receipt. The clearing house then dehvers 
the commodity, not to the original buyer,” who has probably 
long since withdrawn from the market, nor to his successor, for 
it IS of no advantage to the clearmg house to keep the trades 
matched, but to the broker who has the oldest long position with 
the clearmg house The broker m turn notifies his customer of 
dehvery, and the customer accepts the goods and pays the price 
specified in his contract The difference between the price paid 
by the purchaser and the price received by the seller is taken 
care of by the clearing house, but the disbursement or receipt 
of this sum need cause the clearmg house no concern, smce 
durmg the hfe of the future it wiU buy and sell exactly the same 
amounts at any given price The clearing house still maintains 
a balance between income and outgo, but the balance is only 
complete when the future expires So far as the futures market 
IS concerned, therefore, the profit of one group of traders must 
be balanced by equal losses by other traders 

If wheat IS dehvered on a futures contract, however, the 
profits and losses of the traders concerned are not entirely 
accounted for by considermg the result of their futures opera- 
tions Dehvery or acceptance of dehvery mvolves transactions 
in other markets The seller who dehvers wheat has previously 
purchased it (or grown it) The buyer who receives the wheat 
will sell it as cash wheat, or convert it into wheat products 
The balance of profits and losses for aU traders would he mam- 
tamed only if each long who accepts dehvery resells the cash 
wheat at exactly the price paid for it by the seller This exact 
comcidence, of course, will rarely occur, and profits and losses 
will not balance This may be the situation which Lehfeldt had 
in mmd as a source of profit to professional speculators 
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It seems hardly possible, however, that any considerable 
profits foi the professional speculator could be associated with 
deliveiy In the first place, professional speculators as a group 
are not usually mterested in dehvering or receiving delivery of 
cash wheat This is clearly shown by the actions of the seven 
largest speculators m Chicago wheat futures in the period from 
December 31, 1926, to October 31, 1927 Each of these specu- 
lators had an open interest of at least two miUion bushels in a 
single future some time durmg the period There were three 
dehvery months m which their behaviour could be scrutimsed, 
but some of the traders did not trade in all dehveries Eive of 
the traders dealt in all three futures in which dehvery was made 
during tbe period, one in two futures, and one in only one future 
Theie are, therefore, eighteen instances in which the behaviour 
prioi to the dehvery month can be compared with the behaviour 
duiing the dehvery month In only five of these eighteen cases 
was trading in the future continued into the dehvery month 
Even in these five cases the trading in the dehveiy month was 
very small compared with tiading in the preceding months 
This IS shown in the following table, w^hich compares the maximum 
position of each of these five traders in each future durmg the 
period before dehvery was possible with the maximum position 
in the dehvery month 

Table VI 

Open Commitments of the Large Speculaioi s who Traded^ %n the 
Deliverable Wheat Ftiture during the Delivery Mo7iths of May 
or J lily 1927 ^ 

(Thousand bushels ) 


Trader No 

May Future 

July Future 

Maximum 
position prior 
to May 

Maximum 
position in 
May j 

Maximum 
position prior 
to July 

Maximum 
position in 
July 

5 

3,550 

730 

2,335 

0 

6 

3,656 

b46 

5,670 

85 

7 

6,800 

100 

6,646 

200 


1 None of the seven large speculators traded m the September wheat future 
m September 1927 


An additional reason for beheving that httle profit accrues 
to professional speculators from the process of delivery is the 
fact that the amount dehvered on the Chicago Board of Trade is 
such a small proportion of the total volume bought and sold 
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during the life of the future, that any conceivable profit on it 
would be negligible compared with the profits and losses on other 
transactions Information secured by the Gram Futures Admims- 
tration shows that the volume of wheat futures settled by dehvery 
IS usually much less than one per cent of the total quantity sold 
durmg the hfe of the future In the seven futures for which 
the actual wheat dehvered is known, the amount of wheat used 
was never more than two-tenths of one per cent of the trading 
in the future ^ It must be concluded that this source of profit 
for the professional speculator is neghgible 

One other possible source of profits for the professional specu- 
lator IS the part which he may play in hedgmg transactions It 
IS often stated or imphed that professional speculators profit by 
their participation m these transactions Lavmgton, for example, 
says, ‘‘ The manufacturer who carries his own cotton may in 
the long run have sufiered no direct money loss, but he will have 
been continuously sub3ect to imperfectly foreseen changes m his 
business situation , and he will usually be wilhng to pay a price 
for the removal of this evil by buying or selhng a future, the 
price of which will (normally) contain a payment to the specu- 
lator for his service m carrymg cotton through time ^ In 
considermg this possibihty the dual nature of all hedgmg should 
be home in mind A commercial transaction is balanced by 
an equal and opposite futures transaction The operation on 
the organised market is an outgrowth and result of the com- 
mercial activities of the hedgei The opemng and closmg of a 
hedging account depend upon conditions entirely beyond the 
control of the speculator If the hedger makes a practice of 
hedgmg all his commercial transactions his future trades will 
be random actions from the point of view of the futures market, 
and for a large number of cases the probability that prices will 
fall durmg the hfe of the hedge is approximately equal to the 
probabihty that they will rise If, as is sometimes contended,^ 
a considerable number of dealers tend to hedge wheat stocks only 
when they fear a dechne m prices, their profits and losses on 
futures will depend on their abihty to forecast prices If their 
forecasts are generally correct they wiU gam from their future 
trades, if they are more frequently wrong than right they will 
lose If they lose, the question anses whether their losses are a 

^ Of TJ S Department of AgncTiltnre, StaUsHcal BullQtin, USTo 31 

® E Lavmgton, “The Social Interest m Speculation on the Stock Exchange,” 
Economic JonuNAn, March 1913, XXIII, 41 

® Cf Holbrook Working, “ Financial Results of Speculative Holding of 
Wheat,” Wheat Studtea^ July 1931, p 426 
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source of profit to the expert speculators The losses as well as 
the profits from hedging operations arise from a lack of coinci- 
dence in prices m the two markets involved It is of no advan- 
tage to the speculator on the opposite side of a selling hedge if 
flour prices do not increase as much as the December future 
Nor would he lose if flour prices should rise more than future 
prices Yet in one case the miller hedging w^ould lose, and in 
the other case he would profit It is by no means estabhshed 
that hedgers, in the long run, lose on their operations , that the> 
pay a premium for their insurance, so to speak But if they do 
there is no reason to beheve that speculators pocket the hedgers’ 
losses 

If it IS assumed that the expert speculators tend to accept 
the hedging transactions which prove profitable to the speculator, 
and the amateur those vliich prove unprofitable, the situation is 
probably best described as one in which professionals are profiting 
at the expense of the amateurs 

It seems impossible to escape the conclusion that the only 
significant source of profits for any group of traders on the Chicago 
Board of Trade is the losses of other gioups of tradeis This 
laises again the question with which Professors Lehfeldt and 
Smith were concerned, ‘‘Would it be wise to take measures to 
exclude amateur speculators from the market ” 

Although it IS clear that the profits of professional speculators 
as a group are gained at the expense of other classes of traders, 
one may well doubt whether the professional speculators are so 
umformly successful that the elimination of amateurs would 
destroy the market It is particularly doubtful w’-hether any 
feasible measure for reducing the participation of amateurs (such 
as increased maigin requirements) would interfere seriously with 
the proper functioning of organised produce exchanges 

Beair Stewart 

Heed College, 

JPortland, Oregon 



AGRICULTUBAL REOBGAJSTISATION AND PBICE 
CONTBOL 

I 

SxrocESSiVE Governments in this country have recognised the 
need for some degree of reorganisation m agricultural marketmg, 
and three Agricultural Marketmg Acts have been passed ^ Dr 
Addison’s Act of 1931 concentrates on the granting of facihties 
for a reorgamsation of production and marketing, and to a lesser 
degree on the provision of powers to enhance price Mr Elhot’s 
jSxst Act of 1933 IS mamly concerned to strengthen and extend the 
provisions which enable the farmers to mcrease the prices they 
receive His second Act introduces only mmor modifications 
This article discusses the powers conferred on farmers by the 
Agricultural Marketing Acts to control the prices they receive for 
their products, and the effect on prices and supphes of the more 
important schemes which have already been put forward It does 
not deal with the important aspect of the possible improvement of 
efficiency in marketing and production 

Marketing Boards under the Agricultural Marketing Acts of 
1931 and 1933 have been set up for hops, pigs and bacon, milk, and 
potatoes The powers conferred on these Boards for regulatmg 
price are wide No producer not exempt from the provisions of 
the scheme — and the exemptions are m all cases mconsiderable — 
may sell the regulated product except under the terms laid down 
by the Marketmg Board A marketmg scheme under the 1931 
Act may provide that aU producers should sell only to the Board ^ 
or may 

“ empower the board to regulate sales of the regulated product by any 
registered producer by determining for such period as may be fixed by the 
board — 

(i) the kind, variety or grade of the product which may be sold , 

(ii) the price at, below or above which, the terms on which, and the 
persons to, or through the agency of whom the product or any kind, variety, 
grade or quantity thereof may be sold ” , ^ 


1 Agricultural Marketmg Act, 1931, 21 and 22 Geo 5, Ch 42, Agricultural 
Marketmg Act, 1933, 23 and 24 Geo 6, Ch 31, Agricultural Marketmg No 2) 
Act, 1933, 24 Geo 5, Ch 1 

2 Agricultural Marketmg Act, 1931, 5 b 


3 Ib^d , 5 e 
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Under the 1933 Act, m addition, any scheme may 

“ provide for the determination from time to time of the quantity of the 
regulated product or of any description thereof which may be sold by any 
registered producer, so, however, that the schomo shall either specify the 
method of determination or require the board to prescribe it, and, the 

method of determination maybe such as to secure that the quantity (if an\ ) 
which any particular registered producer may sell is determined wholly or 
partly by reference to the quantity of that product which was, in some 

past period, produced or otherwise dealt with on particular land or premises 
or by particular persons ” ^ 

Thus, first, a Board is given complete powers to enforce its 
price arrangements upon its members, and secondly, in an un- 
equivocal manner so far as the 1933 Act is concerned, it is enabled 
to make provisions having the effect of hmitmg supplies, and so, 
to a certain extent, of determining the price which the consumers 
of its products shall pay 

Its povers, however, are not unfettered First, the scheme 
must he accepted by a majoritv of the producers Soon after it is 
approved by Parliament, a pool of registered producers must be 
taken , at least two-thirds of the registered producers in number, 
and registered producers capable of supplying at least tv o -thirds 
of the product must vote in favour of the scheme if it is to come 
into force Further, if the Mimster is satisfied that less than half 
the producers of the commodity in question, other than those 
exempt from the provisions of the scheme, voted at the poll, he 
must revoke the scheme Once it is in operation registered pro- 
ducers elect the Board to admimster it 

Secondly, the mterests of consumers are, nommally at least, 
guarded Two committees must he set up, a consumers’ com- 
mittee, and a committee of investigation - The former, represent- 
ing consumers’ interests, is to consider and report to the 
Mmister on 

** (i) the effect of any scheme approved by the mister, which is for the 
time bemg m force, on consumers of the regulated product , and 

(ii) any complamts made to the conmnttco as to the ejffect of any such 
scheme on consumers of the regulated product ” ^ 

The latter has access to the accounts and other papers of the 
Board, and is, on the instructions of the IVIimster, to consider and 
report to him 

on any report made by a consumers’ committee and any complaint made 
to the Mmister as to the operation of any scheme which, m the opinion of the 
Minister, could not be considered by a consumers’ committee ” ^ 


^ Agricultural Marketing Act, 1933, Part III, 10 (1) 

2 Ibid, 1931, 9 

3 Ihtd , 9 (2) h 


^ Ibid , 9 (3) b 
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“ If a committee of investigation, reports to the Munster that any provision 
of a scheme or any act or omission of a board admmistermg a scheme is 
contrary to the mterests of (the ultimate) consumers of the regulated pro 
duct, or IS contrary to the mterests of any persons affected by the scheme 
and IS not m the public interest, the Mmister, if he thinhs fit so to do after 
considering the report and consultmg the Board of Trade,” ^ 

may amend the scheme hy order, direct the board to rectify the 
matter, or revoke the scheme, the two former with the acqmescence 
of, and the latter by the consent by resolution of both Houses of 
Parhament 

Thus the final decision as to whether any action of a producers’ 
board shall stand rests with the Minister, with the consent of 
Parhament If any pohcy of theirs appears to mjure ultimate 
consumers, or seems both to injure traders and to be against the 
jiubhc interest he may — ^not must — ^refuse to pass it 

This, however, is not all the power granted to the Minister 
by the Marketmg Act of 1933 With the exception of a few 
agricultural commodities, such as hquid milk and potatoes, a 
substantial proportion of the home consumption is supphed by 
imports Over these, also, the Mimster is given some measure 
of control The Board of Trade, after consultation with the 
Minister of Agriculture and the appropriate Ministers for Scotland 
and Northern Ireland, may make an order regulating both the 
quantity and/oi quahty, of the importation into the Umted 
Kingdom of any agricultural product, if it appears to the Board 

** (a) that there have been, or are being taken all such steps as are 
practicable and necessary for the efficient reorganisation, by means of agri- 
cultural marketmg schemes of those branches of the agricultural 
mdustry in whose interests the order is made 

(6) that without an order the effective organisation and development 

of the said branches under such schemes cannot be brought about or cannot 
be maintained ” ® 

The Board, in makmg such an order, must take account of the 
interests of consumers of the product — and in this case consumers 
include persons who use the commodity for subsequent manu- 
facture — of the probable effect on commercial relations with other 
countries, and of existing treaties, conventions or agreements ^ 
Finally, the Minister may, without the initiative of a producers’ 
Marketing Board, under certam circumstances, control the sales 
of domestic agricultural produce 

‘‘ Where 

(a) the importation of an agricultural product into the Umted 
Kmgdom is regulated by an order m force under the foregomg section , or 


^ Agricultural Marketing Act, 9 (5) 
® Loc cit , 1 (1) 


® Ibid ,1(3) 
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(d) the Board of Trade certify that arrangement'? have been made, 
to the satisfaction of the Board, for controlling the importation of an 
agricultural product into the Umtod Kingdom, 
then, if It appears to the Mmister of Agriculture and the Secretaries of 
State concerned with agriculture m Scotland and Northern Ireland respec- 
tively, that an order under this section will conduce to the efficient 
reorganisation or organised development of any branch of the agricultural 
industry m the United Kingdom, or is necessary in order to sorure the 
economic stability of any branch of that mdustry, the said Minister and 
Secretaries of State, acting in conjunction, may “ make ” an order legulatmg 
sales of the said agrieultuial product or any related product by persons 
producing it in the United Kingdom or by boards administering agricultural 
marketmg schemes, by determining for any such period as may be specified 
m the order — 

(i) the descriptions of the product which may be sold , 

(ii) the quantity of the product, or of any description thereof, which 
may be sold ; 

so, hovever, that nothing m an order under this section shall appl> to any 
pioduet m so far as it is produced outside the United Kingdom ^ 

The Market Supply Committee referred to in this section is an 
impartial body appointed by the Minister to advise him in regard 
to supply control, both of home-produced and of impoited 
produce 

It is thus apparent that, both as the person who is lesponsible 
for determining the validity of consumers’ objections to the 
actions of producers’ boards, and as the authority who can in some 
measure control both imports and domestic sales, the attitude of 
the Mimster is of fundamental importance to the price policy of 
Agricultural Marketing Boards 

The attitude of the present Minister of Agriculture may be 
suggested by the following selections from his speeches In 
moving the second reading of the 1933 Agrieultuial Marketmg 
Bill, Mr Elliot said 

“ So we come bluntly upon the solution that ve must seek to establish 
replacement value as the criterion of what shall be asked from the consumer 
for the product which he is attempting to consume W e must, therefore, ask 
ourselves what that level is to be Is it to be determined b’v the lo^vest cost 
of the most favourably situated producers ? It is no longer the national 

policy to buy all over the world m the cheapest market, because we cannot 
afford it The replacement value must be, for the renewal of products 

which can reasonably be produced m this country as m any other, replace 
ment value here m these islands Here m these islands we intend to ensure 
that British agriculture shall continue to thrive, and, if wo c an ensure it, to 
flourish ” ^ 

Again, m supporting the Order compulsorily to restrict 
imports of Banish bacon, he said, 

^ Loc c^t ,2(1) 

2 ParViaTnentary Debates,, House of Commons, Official Report, Vol 275, No 48, 
March 13th, 1933, p 1631. 
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“ Wlul© it was most desirable that tb© price of staple foodstuffs should 
not be pushed to unreasonable heights, it was a little unfair of hon members 
to advance arguments based on the fact that bacon had been placed entirely 
out of the range of the working classes If it was within their rang© m 1930, 
it was a little unfair to say that to day, when it was nearly 3d a lb lower, it 
was out of their rang© ^ 

From all his speeches it is fairly clear that Mr EUiot beheves 
not only in mamtaimng, but m raising the prices of British agri- 
cultural products, and that his interpretation of replacement 
value ” to British farmers is not necessarily merely a price which 
would mduce them to mamtam their present level of production, 
but one which would stimulate them to mcrease it — Every one 
desired a greater production of food in this country ” ^ seems 
reasonably certam that he would be sympathetic to a plan to 
raise prices by charging different prices for the commodity accord- 
ing to the uses to which it is to be put, or by a scheme which 
depended upon hmitation of imports, provided that it also mvolved 
some degree of domestic reorgamsation It is not equally clear 
how ready he would be to assent to plans which necessitated any 
substantial mcrease m the home price aocompamed by a restriction 
on home production 

In order to take full advantage of the powers granted to them 
under the Agricultural Marketing Acts, and in order to mduce the 
Mmister to use his powers of hmiting foreign competition, farmers 
must thus adopt Agricultural Marketing Schemes Five schemes 
are at present m force m England and Wales, and others are under 
consideration The Hops Marketing Scheme and the Potato 
Marketmg Scheme were put forward by the farmers’ representa- 
tives themselves The Milk Marketmg Scheme and the Pigs and 
Bacon Marketmg Schemes were ongmally devised by Heorgamsa- 
tion Commissions appointed by the Government All the Boards 
except the Bacon Marketmg Board are representative of producers 
The latter represents curers, and negotiates prices and contract 
terms with the Pigs Marketing Board Some idea of their 
importance may be obtained by comparing the approximate 
output in 1930-31 of the products with which they deal Hops 
represented only about I per cent of the total output in England 
and Wales of hvestock products and farm crops, potatoes about 
7 per cent , milk and milk products about 31 per cent , and bacon 
about 4 per cent 

II 

The farmer’s mam objective m accepting these schemes was 
undoubtedly the hope of higher prices Prices may be raised, 
i Reported m TAe Ttmes, ISTovember 16, 1933 ^ ^ November 26, 1933 



1934] AGBIOITLTTrBAIi BEOBGAlsTISATIOlir AND PBIOE OONTBOL 439 

(1) By stimulating demand — i e raising the consumers’ 
demand schedule 

(2) By reducmg the margm which the middleman is 
prepared to accept, either by lowermg costs or by increasing 
bargaining power, and so raismg the demand schedule of the 
middleman 

(3) By reducing imports, and so raising the demand 
schedule for the home product 

(4) By reducing sales, either as a whole, or in the most 
profitable market, while leavmg the individual farmer free 
to produce as much as he hkes 

(5) By reducing production, through vaiious forms of 
hmitation on the output of each individual 

It IS not intended here to discuss the two formei of these 
methods, in so far as they depend upon the improvement of the 
quahty of production, upon standardisation and grading, or upon 
advertisement Since it is not apparently proposed to supersede 
the existing channels of distribution, the effects of the schemes 
upon marketing costs will probably be hmited to the economies 
which can be made as a result of better graded pioduoe, and to 
the additional costs involved by the expenses of the Marketing 
Boards The compulsory 100 per cent membership, with its 
attendant prevention of undercutting, will no doubt increase the 
bargaining power of the farmers It is, however, highly doubtful 
whether it will allow them to increase their price much at the 
expense of the middleman 

The third method, the hmitation of imports, has been exten- 
sively used, but cannot be enforced by the Marketing Boards 
themselves It is only by using the remaining two methods that 
they themselves can hope substantially to raise prices The fifth 
method, the hmitation of 'production, has not hitherto been apphed, 
except in the case of a comparatively small tax on any increase in 
potato acreage The fourth method, however, the hmitation of 
supplies on the market, has been used by all the Boards except the 
Bacon Marketing Board Clearly, in the short period, if the effect 
on subsequent production be ignored, producers would gain by 
hmiting supphes on any market where the demand is less elastic 
than umty, even though the surplus product were thrown away 
If the surplus product can be sold, though at a less remunerative 
price than in the mam market, then it would pay to hmit supplies 
on the mam market even though demand were somewhat more 
elastic than unity, and to charge discriminatmg prices 
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Hops 

Tiie policy of the Hops Marketing Board ^ is conditioned by 
the following characteristics of the crop The demand for hops 
IS inelastic , their one outlet^ except for the rmnous alternative 
use as manure, is beer , the cost of the hops is but a very small 
part of the cost of the beer Imported hops are not a complete 
substitute for the home-grown variety, as brewers prefer to use a 
proportion of each Hop vines vary much in yield from year to 
year, but hops may be stored , after two years’ storage their value 
for brewing purposes dechnes substantially So far as import 
restriction is concerned, no alteration has been made to the £4 a 
cwt import duty imposed by the Hmance Act of 1925 A com- 
mittee representing the Hops Marketing Board, the Brewers’ 
Society, and the Mimstry of Agriculture has recently agreed to hmit 
the importation of hops to 15 percent of the total market demand , ^ 
hitherto nearly a quarter of the consumption of hops has been 
imported This agreement will be enforced, if necessary, under 
the Agricultural Marketing Act 

The Hops Board takes possession of all its members’ hops and 
sells to the bi ewers at a price determined by bargaining The 
brewers have guaranteed to contract in advance for at least two- 
thirds of their needs, and to compensate the Boaid for any of the 
remaining third which is unsold at the end of the season ^ Any 
surplus above the bievers’ not very variable needs the Board 
must either store, or sell at a very low price for manure Its 
success m hfting price must therefore depend partly upon its 
jiower to segregate the surplus, and partly upon the fact that, 
since the cost of hops forms such a small part of the cost of beer, 
brewers can to a certam extent be squeezed without any increase 
m the price of beer 

The Hops Board has so far marketed the two crops of 1932 
and 1933, and has had no surplus to dispose of, owmg to medium 
crops and favourable demand conditions The effect of orgamsa- 
tion on price is strikingly shown by the diagram From 1917 to 
1924 the State-enforced Hop Control operated, and from 1925 to 
1928 the voluntary English Hop Growers Ltd , controllmg imtially 
90 per cent of the hop acreage, was in existence Only in 1929, 
1930 and 1931 was marketing unorgamsed Conditions were 
particularly favourable for the sale of the 1933 crop The duty on 
beer was reduced m April, 1932, demand was stimulated by the repeal 

^ See The Hops Marlettng Scheme {Approval) Order S It and O , 1 932, 
No 505 

^ See Heport of the Committee, Cmd 4628. 


8 Ibtd 
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of prohibition m America, and the hops were of unusually high 
quahty Thus the price realised m 1933, averaging £15 a cwt , was 
exceptional Tor the next five years an average price of £9 a cwt 
has been agreed upon by the committee representing growers, 
brewers, and the Mimstry of Agriculture ^ This price shghtly 
exceeds that obtained m 1932, and, though somewhat less than the 
average lealised m the previous years of organised bargaining, 



The Bblationseip between the Adjusted Price oe Hors and the 
Volume of Hop Production 

* The adjusted pi ice is the price per cwt divided by the Ministry of 
Agricultuie’s Index of Agricultural Prices, 1933 = 100 

1922 to 1928, IS higher, relatively to geneial agricultural prices, 
than 111 these years 

In 1923 and 1924 sales were compulsoiily hmited by the Hop 
Controller, and from 1925 to 1928 acreage was restricted by 
voluntary agreements by members of the Co-opeiative Association , 
non-members, however, increased then acreage substantially, 
thus bringing about the collapse of the Association 

Thus a price as high as the agreed pi ice of £9 a cwt made 
necessary some restriction on acreage before the advent of the 

1 See Report of the Committee, Cmd 4028 
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Marketing Board Now it is still more necessary The Hops 
Marketmg Board must now accept all a grower’s hops, at the same 
price, whereas previously growers who sold all their output to one 
brewer may well have been discouraged from plantmg more vines 
by the knowledge that the brewer would only accept a limited 
volume 

The Hops Marketmg Board fully expect an expansion of 
acreage, and to prevent this have put forward proposals for an 
individual production quota ^ The brewers have agreed to this 
course m return for the bargam hmiting prices to £9 a cwt , and 
the amended scheme awaits sanction by Parhament 

The general principle of the quota is that each producer is to 
be given a basic quota, equal (m general) to the average quantity 
of hops picked on his farm from 1928 to 1932 inclusive Each 
season the Board will estimate the total market demand for hops, 
and give to every producer a quota which forms the same proportion 
of the estimated total demand as his basic quota does of the total 
of basic quotas Quota hops wih be paid the full price , hops m 
excess of the quota will only receive the small sums reahsed for 
hops sold as manure, unless some growers produce less than their 
quota amoimts If the market demand exceeds 110 per cent of 
the total of basic quotas, then new basic quotas are to be allotted 
to the highest bidders ^ 

Clearly this provision, vhen m foice, as it most probably will 
be this year, must discourage production by persons not at present 
gloving hops, and must limit the rate of expansion of existing 
growers 

Potatoes 

The Potato Marketmg Board ^ only began operations when the 
1933 crop was largely sold It has to deal with both mamcrop 
and early potatoes 

The elasticity of wholesalers’ demand for mamcrop potatoes 
sold by growers is substantially less than umty for large crops 
Thus a limitation of supphes sold for human consumption wiE 
certainly mcrease the producers’ total returns, even if no outlet at 
all can be found for the small-sized “ surplus ” potatoes In fact 
they can leahse some return if fed to stock 

^ See Dtafi of Amended Scheme undea the Agricultural Marketing Act^ 1931, 
Regulating Marketing of English Hops, published by his Majesty’s Stationery 
Offitce 

® For a more detailed description see The Agiicultural Register, 1933— 4, Agri- 
cultural Economics Hosearch Institute, p 84 

See The Potato Marketing Scheme {Appioial) Order, S R and O , 1933, ISTo 

1186 
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Under the Potato Marketing Scheme the Board is to take 
advantage of these conditions Each year it will estimate, as 
early in September as possible, the total quantity of potatoes 
available for human consumption until the end of the next 
August If, m the opmion of the Board 

“ this quantity is likely to be substantially in excess of the estimated total 
quantity of potatoes required for human consumption m Great Bntam, then 
the Board may from time to time detemime, m such manner as the Board 
shall prescribe, the quantity of potatoes or any description thereof, which 
may be sold by any registered producers ” ^ 

No definition is attempted of the quantity required for human 
consumption/' though it is clear that this amount must vary with 
the price charged, since the demand is not entirely inelastic It 
is contemplated that, in general, the Board viU hmit supphes in 
any year of large production by piesciibmg a mimnium sized 
riddle for each variety of potatoes, and iirohibitiiig the sale for 
human consumption of x3otatoes which pass through this riddle 
Thus from March to July, 1934, a mimmum riddle of 1^ inch for 
some vaiieties, and mch for others was substituted lor the 
11 mch riddle in general use It is intended by this means to 
segregate the potatoes least suitable for human consumption, m 
order to mamtam the price of the lemamder The producer is at 
liberty to dispose of his surplus potatoes, that is to say, the potatoes 
which pass through the riddle, m any manner, except for human 
consumption, that he desires But such potatoes can only expect 
to reahse a relatively low return 

This surplus segiegation, when apphed, must raise prices 
It will have no eftect'on the peifection of the maiket Thus it 
might be expected to stimulate production The fiameis of the 
scheme foresaw this, and mseited provisions to discourage the 
mcrease Producers who mtend to mcrease pi eduction must 
notify the Board m advance, and will be advised agamst such 
action if the Board considers that market conditions do not 
justify it Such advice would probably be some check on acreage 
mcreases Further, if a farmer plants more than his basic acreage 
(that IS to say, wuth certam minor modifications, the area planted 
in 1933, or on the average of 1931 to 1933, whichever the farmer 
selects), the Board may impose a non-recurrmg fine on the excess 
acreage of not more than £5 an acre Any area thus fined will 
subsequently be added to the producer’s basic acreage With an 
average potato crop of tons an acre, this fine averages about 

1 See The Potato MarkeUng Scherm {Approval) Order, S R aad O , 1933, No 
1186, Sectioa 68 
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15s a ton , capitalised at 5 per cent it amounts to no more than 
about M a ton per year, or roughly 1 J per cent of the grower’s 
prices for potatoes Such a fine is hardly likely to discourage 
growers who intend to increase their acreage permanently, though 
it may well prove a deterrent to m-and-out producers, who are 
induced to grow potatoes by temporary price rises For a 
producer who wishes to expand acreage for one year only the fine 
would amount to about 30 per cent of his expected price 

In addition, it is contemplated that imports will be restricted 
Mamcrop potatoes are at present subject to a duty of £l a ton, and 
exportmg countries have agreed voluntarily to hmit their ship- 
ments These restrictions have, however, probably had httle 
effect on the prices of mamcrop potatoes, since in years with as 
large a home crop and as low a home price as m 1933-34, only 
about 1 per cent of the reqmrements of mamcrop potatoes were 
imported, and on the average of 1922-23 to 1932—33 no more than 
4 per cent This low volume of imports was largely due to the 
synchromsation of fluctuations in yield m Great Britain and in 
neighbourmg countries, and the resultant similarity in the move- 
ment of prices If a marketing scheme in Great Britain were to 
raise prices — as it is intended to do — years of large crops, then 
it might well be that a volume of imports far larger than hitherto 
w ould enter the country, and lower the price The Potato Market- 
ing Board thus justifiably regards its activities as dependent upon 
the control of imports, though it probably exaggerates the import- 
ance of their exclusion as a pxice-raismg factor It is likely, m fact, 
that the Mimster of Agriculture will take steps to prevent the 
influx of imports nulhfying any rise in price" occasioned by surplus 
segiegation 

The Potato Marketing Board cannot, for techmcal reasons, 
use the device of a mimmum-sized riddle to raise the price of early 
potatoes, but must depend on import restriction Imports form 
a thud to a half of the total supphes of new potatoes, and are at 
present limited partly by relatively high tariffs, variable from 
month to month, and partly by the voluntary himtation of imports 
It IS unlikely that early potato prices wiH rise substantially until 
consumer incomes improve In 1933, imports of early potatoes 
were only about hah those m the previous year, while the home 
crop was of much the same size , prices of new potatoes from April 
to July weie only about 75 per cent of those in 1932 This 
dechne can only be attributed to the reduced purchasing power 
of consumers 
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M%lk 

The Milk Marketing Board ^ cannot expect much help from 
import restrictions so long as Empire supphes remain uncon- 
trolled, as under the Ottawa Agreements they must be until 
November 1935 About 80 per cent of this country’s milk 
production in vuntei, and from 50 to 60 per cent m summer is 
used as hquid milk, and sold m a market protected from foieign 
competition by the difficulty of transportation The remainder 
is sold mostly as butter, cheese, cream or condensed millc, and is 
subject to overseas competition The price of these pioducts is 
partly protected by tarifts, m so far as imports come from foreign 
countries, and, m the case of cream and the processed milks, by 
voluntary restrictions In 1933, hoA\ever, 58 per cent of dairy 
product impoits, expressed in teims of milk equivalent, came from 
Empire countries The demand foi butter, the only important 
product which comes to a laige extent from foieign countries, is 
elastic 

Before the scheme came into oiieration the maiketmg of milk 
was not entirely unorganised Some buyers, mostly dealers 
supplying London and other large cities with liquid milk, bought 
under the terms negotiated annually since October 1922 by the 
Permanent Joint Milk Committee, composed of representatives 
of the National Farmers’ Union and of the National Federation of 
Dairymen’s Associations Two prices were recognised, liquid ” 
and manufacturing ” price The latter was based on the price 
of imported cheese, a fairly good measure of the price which could 
be obtained for miffi turned into cheese in this country in factories. 
The liquid price was paid, under the foim of contract most 
commonly used, for a proportion of the supphes in any month, 
averaging over the year 80 per cent , and supposed to represent the 
proportion of total purchases which could be sold for liquid 
consumption , manufacturing price was paid for the remainder 
The two prices, which in the earhei yeais of the operation of the 
scheme had been much the same tow aids the edge of the milk 
sending area in the summer months of manufacture, had since 
1929 begun to diverge substantially 

A great many buyers who manufactured the buUc of the milk 
they purchased into cheese, butter, or other pioducts, especially 
those in the less accessible regions, did not use these contracts, and 
paid a price well below the Permanent Joint Milk Committee’s 
price for liquid milk Some of these buyers sold a part of then 

1 See The Mill Marketing Schetne (Approval) Order, S R and O , 1933, 
No 789 
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mxlk — and a part which they endeavoured to increase as the 
spread between the two prices widened — on the hquid market 
Some producers manufactured their milk themselves into 
butter and cheese Bather under a fifth of the mdk in the country 
was sold by producer retailers, in markets frequently limited 
Finally, some producers, in specially favourable positions, were 
paid by dealers hquid price for all their milk 

Such was the position before the Milk Marketing Scheme came 
into force It was beheved that, in the absence of any com- 
pulsory scheme to limit undercutting,, the price of hquid milk 
would have to fall more nearly to that of milk manufactured, since 
a number of dealers who paid only the manufacturing price were 
cutting into the hquid market of dealers bu 3 ang under the 
Permanent Joint Milk Committee’s contracts 

The Milk Marketing Scheme prevents undercutting All 
producer-retailers, and all producers owning more than four cows 
and selhng to others than their servants or households, are brought 
within its scope All producers selling wholesale must sell their 
milk through the Board, which charges substantially difierent 
prices for the milk according to the uses to which it is put These 
prices were to have been determined during the first year of 
operation of the scheme by negotiation between the Milk Market- 
ing Board and representatives of the distiibutors, together with 
persons appointed by the Mimster, since no agreement could be 
obtained, prices were in fact fixed by three arbitrators appointed 
by the Mimster 

Liquid milk prices averaged about Is 4:d a gallon from 
October to February, 2d m March, and Is from April to 
September Just over one-half of the manufacturing milk was 
made mto cheese and butter, at prices based on the price of 
imported cheese, and ranging during the wmter from to 4,\d a 
gallon Milk made into other manufactured products was charged 
at its reahsation value, in some cases as much as 9d a gallon 
The spread between the difierent categories of manufacturing 
milk IS, however, tendmg to narrow as a result of substitution of 
products charged at the lower rates for those charged at the 
higher There remains a spread of hd to ^d a gallon between 
average hquid and average manufacturing price 

The hquid price, both for summer and winter, averages much 
the same as the hquid price payable m the previous year under the 
Permanent Joint Milk Committee Scheme But, as it must be 
paid by aU dealers selling on the hquid market, it probably repre- 
sents an average increase in hquid wholesale prices, particularly 
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m the summer months when fewer buyers previously paid the 
contract price Further, in the absence of the scheme, under- 
cutting would almost certainly have pulled down liquid prices 
nearer to manufacturing prices The basis of payment for manu- 
factured butter and cheese is the same as in previous years, but no 
data exist to compare the prices paid for other products 

All producer-retailers and other retailers were from October 
1933 to March 1934 prohibited from selhng milk at less than the 
‘‘ prevaihng retail price ” for their district, and since April must 
charge minimum margins between the retail price and the Board’s 
hquid selling pnce , these margins vary from 8d a gallon m rural 
areas to 10c? a gallon in laige towns They have been estabhshed 
partly to prevent undercutting by the producer-retailer and partly 
as part of a bargain with the dealers, for certain concessions granted 
by them m the details of the price agreement 

Betail liquid milk prices from November 1933 to June 1934 
averaged a quart more than in the corresponding months of 
the previous year ^ 

Eleven district pools are operated Each is made up of 

(i) the payments by dealers for milk supphed from that region, 

(ii) producer-retailer contributions, (iii) any payments from the 
mter-regional compensation fund and (iv) the Government 
subsidy on manufactured cheese 

Producer-retailers pay a levy to the distiict pool in their 
region, as their contribution for the maintenance of the pool price 
This levy equals, on each gallon of milk that they sell, the amount 
of the inter-regional compensation levy plus three-quarters of the 
difference between the hquid pnce of the region, minus the inter- 
regional compensation levy, and the pool pnce for the region 

The inter-regxonal compensation levy, hitherto charged at Id a 
gallon, IS designed to compensate in part the regions where a large 
proportion of the miUi: is manufactured for their exclusion from the 
liquid market by the ehmination of undercutting The levies 
from each district are placed in a national fund, which is paid out 
to the districts with the lowest pool prices From October to 
February only 85 per cent of the amount collected m any month 
was paid out in that month The remainder was accumulated for 
distribution in summer months, when a large proportion of the 
milk supply must be manufactured In March and April the whole 
amount collected was distributed in the same month, and in 
May, also part of the fund accumulated dunng the winter 

The Government has guaranteed to the Board from April 1, 

^ Mtnwtry of Lc^our Gazette 
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1934, a puce of 6cl a gallon in summer and a gallon m winter 
for miU^ manufactured into cheese or other products Accord- 
ingly they will pay to the Board, to he credited to the pools, the 
difference between the realisation prices for cheese or other manu- 
factured products and these amounts on each gallon of milk 
manufactured or turned into cheese on farms This payment is 
to be repaid if and when the reahsation value of milk turned into 
cheese exceeds Qd m summer or Id in winter 

From the pools must be deducted, first, the expenses and 
reserve fund of the Board, now assessed at \d a gallon, and, 
secondly, Ic? per gallon of milk made into hard cheese on farms, and 
\d per gallon foi miUr made into soft cheeses, which the Board 
has ofiered to pay to farm cheese-makers, in addition to the 
Government subsidy, in order to induce them to keep their milk 
on the farms The remainder of the pools is divided between the 
producers supplying dealers in that region, in proportion to the 
volume of milk supplied by each Thus every producer in any 
region receives the same amount, at the buyer’s station, plus any 
special sums due to him for legular deliveries throughout the year 
Producer-retailers receive a price related to the price paid to othei 
producers 

Average regional iiool juices, from Octobei to February, were 
m the neigliboiiilioocl of Is 2d a gallon In March they fell to 
about Is , and in April to about 10\d a gallon They showed a 
maximum lange of 2d a gallon from the highest piiced South- 
Eastern region, to the Western distiicts with the highest propor- 
tion of manufactured milk 

No exact data exist to compare these prices wnth those leceived 
in previous years Farmers near the markets, selhng the bulk of 
their milk liquid, have probably lost as a result of the scheme, while 
farm cheese-makers, and those previously selhng the bulk of their 
milk for manufacture, have gamed Farmers previously selhng 
on the old Permanent Joint Milk Committee contract terms 
probably receive much the same price this year as last, though 
more than they wmuld have had but foi the scheme 

The scheme has also probably rendeied the market more 
perfect to a number of producers The Milk Marketing Board, 
under the terms of the scheme, must accept any milk when pro- 
ducers can find no market for it, and pay for it in the pool price, 
less not more than \d per gallon, a deduction which hitherto has 
not been made Previously a number of farmers supplied local 
markets, or dealers who were only prepared to accept a limited 
amount of milk, particularly in the summer The scale of produc- 
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tion of both these classes was therefore checked by the impossi- 
bihty of disposing of more than a certain volume of milk The 
scheme contains no direct provisions for limiting production 
Thus, while it may lead to some contraction of production from 
pioducers nearest to the markets, it will probably involve on 
balance an expansion, particulaily in the summer months Cer- 
tainly it will result in higher pi eduction than would have prevailed 
in its absence The extent of the increase wull depend to a large 
extent upon the profitability of other forms of farming 

Pigs 

The maiketing of bacon is now m the hands of two Marketing 
Boards The Pigs Maiketing Board ^ represents the farmers and 
negotiates with the Bacon Maiketing Board ^ representing the 
curers A Development Board is in contemplation, to be com- 
posed of rexiresentatives of the two Boards, and to take over the 
major part of their price control functions 

The Marketing Scheme deals only with bacon, which has 
hitherto lepresented about 30 per cent of the jng meat produc- 
tion m Great Biitam, the remaining 70 per cent being used as 
pork, imports of which are prohibited on account of transmission 
of animal diseases About 85 pei cent of Great Britain’s bacon 
consumption wbs impoited duiing the crop veais 1027-28 to 
1931-32, of which over 90 per cent came from foreign countries 
It is now intended to stabilise total supplies of bacon and hams 
in the Umted Kingdom at 10,670,000 cwt — the estimated average 
supplies available fiom 1925 to 1930, a period when imports weie 
22 per cent less than m 1932 It w as belies ed that this reduction 
of total supplies would engendei a price sufficiently attractive to 
increase the home production of bacon pigs Home producers 
contract with the bacon factoiies for the quantities of pigs they w ill 
deliver in any year No limitation wns initially placed on the 
volume of then contiacts, which in October 1933 weie 50 per cent 
gieatei than was expected, but it is intended that the future late 
of increase should be limited to 10 pei cent every four months 
The volume of imports which may enter the countiy in any year 
IS then fixed under the Agricultural Marketing Act at 10,670,000 
cwt minus the volume of home bacon contracted to factories 

From September 1933 until April 1934 the farmers were given 

^ See The Pigs Marketing Scheme {Approval) Older ^ S B and O , 1933, No 68b 
2 See The Bacon Marketing Scheme {Approval) Order, S R and O , 1933, No 

683 

® See The Bacon Development Scheme, published by the Pigs and Bacon 
Marketing Boards 
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additional security by being paid for their bacon pigs a minimnni 
price based on the prices of feeding stuffs, which form 75 to 90 
per cent of the cost of producing pigs, and varying also with the 
q[uahty of the pig It represented a slightly higher price than that 
prevaihng in previous months, when prices appeared to be at the 
depth of the pig cycle In very few months between 1925 and the 
end of 1931 were actual bacon pigs prices as low as they would have 
been if the formula price had been in force ^ Thus the minimum 
price hardly represented an increase in bacon values to the 
1925-30 level 

It was hoped, however, that the effect of import restriction 
would be to permit the producers to bargain with the curers to pay 
a price higher than the formula price The Re-orgamsation 

s d P«r lb 


E^ngltsh Wdtxhtre 
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Average Retail Prices of English Wiltshire and Danish Streaky 
Bacon at Harrod’s, Barker’s and Selfridge’s in 1933 and 1934 

Commission assumed that if, by cutting imports, total supplies 
could be reduced to the level of 1925—30, then the price received by 
pig producers, both domestic and foreign, should be able to be 
increased to the prices prevaihng in those years The decline in 
purchasing power was ignored Further, it appears that, at the 
moment, British and Damsh bacon are to a large extent non- 
competmg commodities During 1933 imports of bacon from 
Denmark were progressively reduced, until November 1st by 
voluntary agreement, and subsequently by Order in Council 
The diagram indicates that in fact the mam result of this restriction 
has been to lift the price of imported bacon Until the apphcation 
of the formula price m November, the prices of British bacon pigs 
did not rise However, in spite of a great increase in volume, the 
price of home bacon did not fall The limitation of imports and 
decrease in total supphes, though efficacious in enabhng a larger 

1 Murray, K A H , The Farm Economist, Vol I, No 1, p 6 
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volume of liome bacon to be absorbed at mucb the same price, have 
not, as the Commissioners hoped they would, increased the price 
Consumers have not turned from Damsh to English bacon as a 
result of the narrowing of the pnce spread between the two. 

With the present low level of purchasing power, not only does it 
seem impossible to pay more than the formula price for bacon, but 
also, m all probability, price will even fall below this level In the 
first contract peiiod, when farmers contracted to dehver nearly 50 
per cent more pigs than was expected, and when wholesale prices 
of English bacon did not rise, curers, paying the formula price, 
found themselves faced with substantial losses A loan of 
£160,000 was made out of pubhc funds, to be repaid by a levy on 
pig producers m the ensuing months of the new contract period 

Subsequently, however, until the end of 1934, the basis of 
payment has been readjusted to take into account the reahsable 
price for Enghsh bacon, and to divide between farmers and curers 
any gam or loss from its fluctuation ^ In May 1934 the average 
wholesale pnce of Wiltshire bacon was about 905 a cwt , and the 
basic price of bacon pigs 11s lid a score, and by June it had 
fallen to 11.5 8d , a level below the original formula price 

Supphes are not to be further restricted and therefore there 
seems to be httle reason to expect a rise in British bacon prices , 
consequently bacon pig prices are unlikely to rise to any important 
extent as a result of the Marketing Scheme They wall, however, 
be stabilised, at any rate partially In addition average prices 
may be increased, even though the price of every grade is left 
unchanged The Pigs Marketing Board’s system of payment by 
quahty has already led to a remarkable increase m the proportion 
of pigs going into the higher grades 

The introduction of the scheme led to a large increase in the 
number of pigs coming forwaid on the bacon market, though 
actual supplies fell short of the contracted amount Part of tins 
increase was undoubtedly at the expense of the pork market, as 
evidenced by the relatively high prices of pork pigs The other 
part represented an increase m the number of pigs It is, however, 
doubtful how far this exj^ansion may be expected to be permanent 
No important difiterenee has been made by the scheme to the 
perfection of the market Some producers may maintain their 
numbers as a result of the greater price stability offered by the 
scheme Others may do so as a result of the higher returns follow- 
ing the improvement in quahty which has already shown itself 

^ For details see the Journal oj the M.%n%stry of Agriculture^ Vol XL, No 12, 
March 1934, p 1165 
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It remains, ho^^ever, fairly clear that a part of the increase in 
production was due to unduly sanguine expectations of the effect 
of the scheme on prices Bacon pig prices have not been raised 
substantially compared to feed prices, and it is this relationship 
which largely determines the quantity of pigs ^ Burther the 
formula price, which is unlikely to be exceeded, appears not to 
cover present costs for many producers The calculations on 
which it was based over-estimated the number of pigs weaned per 
sow, adopted as a basis the number of pigs weaned instead of the 
number marketed, and postulated an unusually high standard of 
efficiency in feedmg ^ It is unlikely, therefore, that the whole of 
the increase in the number of pigs will be for long maintained 

It would thus appear that the Hops Marketing Scheme has 
raised prices and will increase acreage unless the quota provisions 
are put into force It is too early to say what effect the Potato 
Marketing Scheme will have on prices, though it has it in its power 
to increase them , its action in this respect may well be conditioned 
by the response of acreage The Milk Marketing Board, if it has 
not raised prices, has at least maintained them , again the prices 
prevailing may well have been determined by the necessity oi 
preventing an expansion in acieage The Pigs Marketing Scheme 
so fai has had little effect on home bacon pig prices, but has led 
to an increase in jiroduction, partl 3 ^ owing to over-sanguine expecta- 
tion on the part of producers, but partly by offering greater 
stabihty, and by stimulating higher quahty production 

Beth L Cohen 

June, 1934 

Agricultural Economics Research Institute, 

Oxfo7 d 

^ Murray, K A H , “ The Future Development of the Pig Industry m Great 
E^npire Journal of Baiperimental Agriculture Vol 1, No 3, September 
1933, p 219 

- Menzios- Kitchen, A W , The Farm Economist, Vol I, No 2, p 26 



THE PUBCHASING-POWER OF IRISH FREE STATE 
FARMERS IN 1933 

The tables printed below repiesent in the main an effort to 
project into 1933 information analogous to what is officially 
published for 1926-27 under the title “ The Agricultuial Out])ut 
of Saoistat Eireann ” An official estimate, similar in scope but 
less detailed m character, is xmblished in the Statistical Abstract 
for 1933, with reference to the year 1929-30 The year of official 
inquiiy for most of the liwe-stock and live-stock pioducts is the 
twelve months ending 31st Ma\ Foi potatoes the tw elve months’ 
period ends on 30th June, foi barley on 3 1st August, and for all 
other crops on 30th Septembei The comjjaiison betw eon 1926-27 
and 1929-30 enables a trend to be calculated which is useful in 
makmg estimates for 1933 The figures shown in the thud column 
of each of the tables relate to the Calendar yeai 1033, except in 
the case of pigs, where the lecently published report of the Pig 
Industries Tribunal gave them m a more convenient form with 
reference to the live-stock year ending 31st May, 1933 The fiist 
six weeks of that period were the last six weeks of normal 
commercial lelations wuth Gieat Britain 

A British import duty of 20 per cent ad valorem wms imposed 
on 15th July, 1932, raised to 30 per cent on 9th Novembei, 1932, 
and to 40 per cent on 13th November, 1932 It is piobable that 
the figures for the Calendai year 1933 would have been even more 
unfavourable than those shown for the period ending 31bt May, 
1933 These British duties on pigs were, of course, pait of a 
general system of import duties on Fiee State agiicultuial expoits 
They must have contributed in an important degiee to the 
lowering of the money incomes of our farmeis, but no attempt is 
made in this paper to determine by how much The mam object 
of the paper is to estimate as closely as possible the money receipts 
and money incomes of Free State farmers in that > ear We are 
at present experiencing an industrial revival m the Irish Free 
State, and a similar phenomenon is taking place on a larger scale 
m Great Britain The increasing prosperity m both countries 
appears to be confined to the non-agricultural populations There 

is an old-fashioned belief that industrial prosperity cannot develop 
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very far unless agricultural purchasing -power is somehow mam- 
tained, hoth at home and abroad The events of the next few 
years should prove whether this hehef is well-founded, and mean- 
while the facts relating to agricultural purchasing -power in one 
mamly agricultural country should possess at least an academic 
interest for non -agricultural populations hoth here and elsewhere 

In arriving at the figures for 1933 it was necessary to rely 
mamly on the Trade Statistics for that year, supplemented by 
ojBS-cially pubhshed figures showing the produce of crops, prices at 
markets and fairs, and numbers of hve-stook 

That part of agricultural income which takes the form of 
produce consumed in kind m agricultural households has, of 
course, increased in 1933 No monetary transactions are involved 
in the transfer of produce from the faimyard to the kitchen, and 
no attempt is made in this paper to assign a money value to this 
part of agricultural income If the rest of the community is 
directly afiected by the fate of agriculture, the variation in the 
volume of the monetary transaction of farmers wiU be the channel 
through which any such influence will be transmitted 

It was important to distmguish that part of the farmers’ 
money receipts which was obtained for pioduce sold and eventu- 
ally consumed in the home market fiom the other and larger part 
which, even in 1933, he still obtained in lespect of produce sold 
and consumed abroad Stiictly spealang, the home market 
consists of 1,156,000 persons vho, according to the Census of 
1926, l^ed in towns and villages The agricultural community 
then numbered 1,815,000 persons It is considered that the latter 
figdre still represents the number of persons who have direct 
access to the fruits of the soil, either as members of farmers’ 
households, or as farm labourers receiving allowances in kind, in 
addition to money wages, and cultivating the acre usually 
attached to their cottages 

In the case of produce, such as eggs and farmers’ butter, which 
req[uires no processing,” or is processed on the farm, no monetary 
transactions take place in connection with that part of it which is 
consumed in agricultural households In such cases the home 
market is represented by the non-agricultural commumty, and 
all sales for money relate to the consumption of that commumty 
at home and the export market abroad In other cases, e g beef, 
it IS not possible to process the articles for consumption on the 
farm Accordingly the farmer sells his fat cattle for money, and 
buys, in retail quantities, from the butcher whatever beef he 
consumes. Hence the home market for beef represents more than 
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the consumption of our non-agricultural commumty A certain 
number of sheep and lambs, and a certain number of pigs, are 
slaughtered on farms for consumption in farm households, but 
this represents by no means all the sheep and pig products con- 
sumed in such households Here again the home market for 
monetary sales is wider than the non-agricultural community 

In highly s^jecialised Cieamery districts the farmers make no 
butter at all at home, but purchase then lecpiirements from the 
Creamery, paying for it by deduction from their monthly cheques. 
The home market for oats, barley, and vtheat is also wider than the 
non-agricultural community It is impossible to segregate that 
part of the pioduce which is sold for money in the fiist instance, 
and ultimately bought back, aftei processing, for consumption m 
farm households 

Thus the size of the home maiket vanes vitli the character of 
the product In geneial the teim is used in contiast with purely 
subsistence agiiculture Trom the point of view of tins paper the 
home market resembles the export maiket inasmuch as it gives 
rise to financial transactions between farmers and non-farmers 
The money value of the home market thus lepresents the money 
receipts of farmers in respect of produce ultimately consumed by 
the non-agriculturai population, and, in addition, an unascertain- 
able amount m respect of produce ultimately consumed by the 
agricultural commumty itself. 

Gross output ” means that portion of total production which 
is sold ofi farms, oi consumed m farm households, together with 
increases in stock between the beginning and end of the year of 
inquiry It does not include that portion of fai m i>roduce which 
is ‘'used for further agiicultural production in the Irish Tree 
State, whether that portion was used on the farm on which 
produced, or sold by one Tree State farmer to another Thus the 
total production of potatoes in 1926-27 was 1,932,000 tons, while 
the “ output ” was only 741,000 tons, largely because 898,000 tons 
were fed to hve-stock 

Increases in stock form no part of monetary receipts Accord- 
ingly, it was necessary to exclude as far as possible the money value 
of such increases in preparing these tables In the official record 
of Agricultural Output for 1929-30 exports and additions to stock 
of cattle and calves appeal as 708,000 in number, whereas the 
exports for 1929, and again for 1930, averaged 800,000 for the two 
years The explanation is that stocks of cattle and calves were 
reduced by 100,000 on 1st June, 1930, as compared with 1st June, 
1929 As 70,000 of these were calves under one year, I have 
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estimated the financial value of the 100,000 at £700,000, and added 
this amount to the official figure in order to arrive at the total 
monetary receipts from cattle and calves in 1929--30 Thus the 
total money receipts of Free State farmers in that year were 
swollen by a substantial amount which represents a reahsation of 
capital assets Similarly in the twelve months’ period to 3 1st May, 
1933, stocks of pigs were reduced by £308,000 This amount has 
been included in the purchasing-power derived from pigs m that 
period, which is shown in the thud column of Table I 


Table I 

Showing Money Receipts of Irish Fiee State Farmers from the Sale 
of Live-stock and Live-stock Products in (!) the Home Market, 

(2) the Export Market 




1926-1927 

1929-1930 

1933 

Milk and Milk products 

(1) 

£3,218,000 

£3,986,000 

£3,560,000 


(2) ! 

3,791,000 

4,311,000 

2,215,000 

Cattle and Calves 

(1) 

1,874,000 

1,855,000 

1,700,000 

»» »> 

(2) 

11,454,000 

13,800,000 

6,753,000 

Sheep and Lambs 

(1) 

1,315,000 

1,341,000 

1,200,000 


(2) 

1,133,000 

1,063,000 

439,000 

Pigs and Pig products 

(1) 

2,049,000 

2 187,000 

1,523,000 

^9 99 

(2) 

5 416 000 

5,746,000 

2,082,000 

Poultr3- 

(1) 

1 70 000 

170,000 

270,000 

(2) 

(1) 

720 000 

720,000 

417,000 

Eggs 

<)29 000 

1,056,000 

896,000 

(-') 

2 925,000 

2,887,000 

1,078,000 

Horses 

(1) 

203,000 

172,000 

200,000 

Wool 

r) 

1,011,000 

1,422,000 

785,000 

(2) 

0b5,000 

822,000 

352,000 

“ Eallen ” Hides 

(2) 

107,000 

179,000 

150,000 

Honey and Feathers 

(1) 

11,000 

11,000 

11,000 

(2) 

49,000 

49,000 

49,000 

Total Lr\e stock and Live 
stock Products 

Sales m 

(1) 

37,080,000 
i 9,769,000 

42.377.000 

10.778.000 

23,680,000 

9,360,000 


(2) 

27,311,000 

31,599,000 

14,320,000 


Up till recently the Irish faimer’s cattle were his bank When 
he wanted moie money, and prices were favourable, he sold more 
c attle than usual At other times he allowed stock to accumulate 
The export value of cattle and calves, shown in the third column 
ol Table I, includes an estimate of 100,000 cattle smuggled across 
the Border, at an average price of £10 65 per head, which was also 
the average puce of the 590,000 cattle exported by legitimate 
routes Smuggling is now an elaborately orgamsed international 
industry, and it is very much to be desired that those concerned in 
it should realise the importance of making statistical returns * 
The home consumption of beef was estimated at 200,000 cattle in 
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1933, as compared \Mth the official figure of 123,000 fox 1026-27, 
and 122,000 for 1929-30 A deduction of £400,000 is made from 
the export value of cattle and calves in 1933, representing the 
estimated cost of tiansport to the ixoint of exit 

The figures £6,753,000 and £430,000, shovtn m the third column 
of Table I, include, in addition to the value of cattle and calves, 
and sheep expoited alive, the expoit value of fresh beef and veal, 
£68,000, and fiesh mutton and lamb, £119,000 In the case of 
sheep and lambs it is estimated that the aggregate consumption in 
the Free State mci eased from 504,000 in 1926-27 and 1029-30 to 

1.080.000 m 1933 In the case of pigs, consumption on farms is 
officially recorded as having inci eased to 163,000 in 1932-33 fiom 

126.000 m the tvo earhci yeais It had also to be kept m mind 
that substantial impoi ts of pig piodiicts veie still coming m dm ing 
the two earhei periods, w hereas these have now been cut off entii el y 
The consumption of pig products declined considerably in 1933 in 
the home market, m consequence of the atti active puces of beef 
and mutton A substantial mciease in the consumxxtion at home 
of poultry and eggs is also allowed for It is woithj of note that 
this brings our national consumption of eggs up to 330 per caput 
(from 296 in 1929-30) Mi Fea\ eai} cai , in a lecent article in the 
Economic Jotjrnae, estimated Biitisli consumption of eggs at 
150 per caput in 1932 

The value of milk p)ioducts, as shown, is, of coiuse, influenced 
by the operation of the policy which maintains a high fixed price 
for creamery buttei m the home maiket, and recouxjs the expoiter 
of creamery buttei to the extent of the difierence between a similar 
high fixed price and the price actually realised in the ex^iort maiket 
Accordmg to the Trade Statistics cieameiy butter expoited 
returned baiely 60s per cw^i to exx)oileis, while accoiding to the 
official leturn of agiicultuial puces the aveiage })nce of creamei> 
buttei m 1933, about half of which vas exploited, was 1045 lOd 
for at creameries The £2,215,000 shown as the value of milli 
and milk products sold m the export market includes a sum of 
about £800,000, which was deiived about half from the levy on 
native consumers of Irish butter, and half from the general tax- 
payer The export value of other products, as shown, has also 
been exaggerated by reason of the bounties paid to exporteis, 
which must have cost the tax-payer at least £1,000,000 in 1933, 
m addition to the cost of the buttei subsidy In estimating the 
money receipts of f aimers in i aspect of milk sold to cieameiies, 
skim milk being returned, the officially published figuie of 4 Id 
per gallon for 1933 was adopted The figure foi milk and milk 
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products (£3,560,000) shown m the third colxinin of Table I 
includes an estimate of £135,000 as the value of cheese made and 
sold in the home market This is a new industry 

The purchasmg-power derived from wheat (£377,000) includes 
a subsidy estimated at £110,000 paid by the State direct to wheat- 
growers The season suited wheat admirably, and the total 
yield from the 50,000 acres sown was 63,000 tons A bounty at 
the rate of 7s per barrel of 20 stone was paid m respect of 
‘‘ miUable ’’ wheat sold during the Wheat Sale season ended on 
15th December, 1033 

The only other item in Table II that calls for comment is 
tobacco There was no excise duty on native -grown tobacco in 
1933, and farmers were invited and encouraged to grow it Not 

Table II 

Showing Money Receipts of Irish Free State Farmers from Sales of 
Crops in ( 1 ) the Home Market, ( 2 ) the Export Market 



1926-1927 

1929-1930 

1933 

Potatoes 

(1) 

£491,000 

£400,000 

£300,000 


(-) 

119,000 

27,000 

21,000 

Oats 

(1) 

044,000 

560,000 

500,000 


(-2) 

,U5,000 

185,000 

10,000 

Barley 

(1) 

263,000 

170,000 

205,000 


(-5) 

039,000 

338,000 

3,500 

Sugar beet 

(1) 

259,000 

360,000 

467,000 

Hay 

(1) 

309,000 

331,000 

208,000 


(-2) 

7,000 

16,000 

ml 

Wheat 

(1) 

141,000 

111,000 

377,000 


(2) 

1,000 

ml 

ml 

Tobacco 

(1) 

ml 

ml 

187,500 

Cabbage 

(1) 

176,000 

200,000 

200,000 

Fruit 

(1) 

180,000 

177,000 

260,000 


( 2 ) 

i 20,000 

23,000 

nil 

Turf 

(1) 

344,000 

100,000 

300,000 

Total Cl ops 


3,938,000 

3,004,000 

3,029,000 

Sales in 

(1) 

2,807,000 

2,415,000 

2,994,600 


(^) 

1,131,000 

589,000 

34,500 


reahsing the possibihties of the situation, only 300 oi 400 farmers 
rose to the occasion They grew 750 acres of tobacco, had a 
yield of 600,000 lbs , and at 6s Sd per lb , netted £187,500 As 
the cost of seeds and fertihsers was about £14 10s per acre, there 
IS reason to beheve that our farmers were quite content with their 
gross return of nearly £300 an acre, most of which went into their 
own pockets as '' profits of enterprise ” It is unfortunate that the 
experiment was made on so hmited a scale If everyone of our 
half-milhon farmers had planted an acre of tobacco it would 
certainly not have ended up m smoke — m view of the fact that the 
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total consumption of tobacco in tbe Irish Fiee State does not 
exceed 10 milhon lbs per annum An excise dut 3 ^ of 6s 6d i)er 
lb has been levied on home-grovn tobacco for 1934 The customs 
duty on imported unmanufactured tobacco in 1933 was about 10« 
per lb , varying with the moisture content The loss to the revenue 
in respect of 600,000 lbs of home-giowm tobacco was thus £300,000 
And yet our farmers onty received £187,500 for their elfoits m 
propagatmg the obnoxious weed ” 

Table III 


Showing aggregate Money Becei^ts of Irish Free State Farmers from 
Sales of Live-stock, Live-stock Products, and Grojps m (1) the 
Home Market, (2) the Exjport Market 



11)20-1927 

1929-1930 

1933 

Sales of Li\e stock and 
Pioducts 

Sales of Crops and Turf 

Li\o stock 

iu37,USO,OOU 

3,938,000 

Jc42,377,000 

1,004,000 

Jt23,e)80,000 

3,029,000 

Total 

Sales in 

(1) 1 
(2) 

41.018.000 ' 

12.579.000 

28.442.000 

45.381.000 

13.191.000 

32.188.000 

20,700,000 

12,354,500 

1 1,35 4,500 


In order to arrive at the money incomes of farmers, as distinct 
from their money receipts, it w^ould be necessary to take into 
accoimt the value of animal feed, fertihsers and seeds purchased 
by our farmers as a body in 1933, and to make allowance for 
necessary overhead charges, e,g land annmties, rents and rates, 
and purchases of farm tools and machinery Raw material 
expenses amounted to £8,500,000 m 1926-27, and overhead charges 
also came to £8,500,000 If these monetary outgoings were the 
same in 1933 as they w^ere in 192G-27, our farmeis would have 
had barely £10,000,000 to spend on non-agiicultural goods and 
services They have dimimshed, peihaps by as much as 
£5,000,000, so our 700,000 persons who deiive their hving from 
agricultural occupations had m 1933 about £15,000,000 to spend 
on non-agricultural goods and services Even if they had had 
£20,000,000, it could hardly be called agricultural prosperity ’ 

Joseph Johhstoh 


Trinity College, Dublin 





REVIEWS 


JSssais suT qiielques P^ohHmes Economiques et Monetaires By 
Charles Rist (Pans Recneil Sirey 1933 Pp 501 
70/. ) 

When philosoiDliers are kings the drawback is that they have 
no time to vnte books When, with something less than royal 
status, they are called in as experts, they may still be prevented 
from settling down to a systematic and comprehensive treatise, 
but there is the compensation that they may produce, as a by- 
product of their official activities, very valuable reports and 
memoranda 

Since the end of the War no economist has been more sought 
after as an expert in practical affairs than Professor Rist, and the 
present volume is mainly (though not exclusively) composed of 
what he has written from time to time in that capacity In his 
preface he describes the conij)onent essays (with some exceptions) 
as des duignosticb honcmiqueb 

The essa-j^s cover a wide held The hist Part contains seven 
on monetary piol>lems Two theoretical studies follow Then 
half a dozen of a statistical character form Part III And 
finally, three on economic policy (two of which relate to the 
Reparations question) conclude the volume 

They have been written at widely different dates, extendmg 
from 1904 to 1932 Most of them have been previously pub- 
lished, though many have not hitherto been readily accessible, 
especially to other than Prench readers 

A si’stematic survey of so much material would not be possible 
m a review^ Of the eailier essays it must suffice to say that they 
are good examples of Professor Rist’s characteristically acute and 
sensible reasoning 

When we come to the post-war period, we find him writing 
m 1019 and again in 1922 on the subject of Reparations with a 
moderation and judgment wisely detached from the shortsighted 
controversies and political passions of the time 

But the interest of contemporary economists wull undoubtedly 
be concentrated upon the more recent articles, particularly those 
dealing with the questions of gold, the price level and the 
depression 
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In his preface M Hist lays special stress on the importance of 
fluctuations in the price level “ In the course of the last twenty 
years, when price levels have been subjected to the arbitrary 
discretion of governments, the most diverse economic phenomena 
have been directly governed by the extent of inflation oi the 
more or less fortunate choice of rate for the stabilisation of 
currency units ’’ 

Both England and Italy have suflered from the rates selected 
being too high The present crisis with all its reactions, 
financial and social, national and international, is in great i^art 
the sequel of the ill-starred effort to maintain, from 1927 onwards, 
too high a world price level ’’ (p xiii) 

‘‘ In my view,’’ says M Rist, m a paper submitted to the 
Banh for International Settlements in May 1932, “the price 
level of 1929, far from havmg been normal, was accidental and 
artificial It was the resultant not of any world economic 
equilibrium, but of a purely local develoiiment of prices in the 
United States smce 1922 The idea of seeking in it a norm for 
the level to which the world price index ought to be adjusted 
m the commg years appears to me, therefore, to be chimerical ” 
(pp. 153-4) 

When from 1925 onwards a number of countries returned to 
the gold standard, a fall of prices, analogous to that which occurred 
after 1873, became due (pp 155—7) In 1927 prices were falling, 
and, accordmg to M Bist’s interpretation of the situation, w ould 
have continued fallmg but for the expansion of credit that took 
place at that time m the United States (p IGO) The effect was 
to postpone the crisis, but not foi long, because the use of i)rices 
on the Stock Exchange, \vhich followed, attracted short-term 
credit to New York, and the outflow of gold gave place after 
1928 to an inflow 

If the essential factor was the relation of the bup|)ly of mone- 
tary gold to the new demand arising from the restoration of the 
gold standard, it is rather surprismg that M Hist onuts all refer- 
ence m this connection to the action taken by his own country 
In an earlier paper (January 1928) he explains the operation of 
the Law of 7th August, 1926, which enabled the Bank of Prance 
to buy foreign exchange The acqmsition of foreign exchange 
served just as well as the acquisition of gold to form a backing 
for the currency, but the system, he contends, was artificial and 
could not he permanent, because it did not reproduce the auto- 
matic corrections applied to the foreign exchange position by 
actual movements of gold A centre to which the exchanges are 
No 175 ^VOL XLIV ^ K 
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favourable experiences ease when its central bank accumulates 
foreign exchange, just as if it were receiving gold, but that to 
which the exchanges are unfavourable, if it loses no gold, suffers 
no stringency The corrective through the credit system works 
only one way (pp 100-1) 

The argument has become familiar in recent years m attacks 
upon the gold exchange standard But in reality it amounts to 
no more than this, that the use of reserves of foreign exchange 
does economise gold That is its purpose And up to the end 
of 1928 gold had been successfully economised It had been 
economised m many countries, but especially in Prance, where 
the Bank of France held foreign exchange to the amount of 
32 milliards The widespread use of reserves of foreign exchange 
played an even more important pait than the expansion of 
credit m the United States in postponing the scarcity of gold 
which was threatening a renewed fall of prices 

It was the Bank of France that brought that state of equi- 
librium to an end, by selling off some seven milliards of foreign 
exchange m the early months of 1929 and acquiring gold instead 
In 1929 the United States did import gold But the net amount 
absorbed in the year was only £30,000,000, in comparison with 
£100,000,000 lost in 1927-8 Prance, on the other hand, having 
taken £60,000,000 in 1927-8, took £76,000,000 more in 1929, and 
by May 1931, when the Creditanstalt crisis broke out, had added 
a further £110,000,000 M Bist’s argument is that the ill 
starred effort to maintain, from 1927 onwards, too high a world 
price level ’’ was bound to fail, because there was not enough 
gold to go round Clearly the adequacy of the stock of gold to 
support the price level depended on Jiow much gold each country 
needed to mamtain the appropriate supply of currency, and that 
m turn was determined by the law and practice by which its 
monetary system was governed 

Nowhere does M Bist recognise the responsibility of any 
country for the influence of its monetary institutions upon the 
world value of gold If a new demand for £250,000,000 of gold 
springs up m one country, it is nobody’s business to consider 
whether that can be avoided, or, if it cannot, whether the mone- 
tary policy of the rest of the world could be so adapted as to 
prevent the new demand from causing a fall of prices and a 
depression 

The Gold Delegation of the League of Nations proposed that 
the statutory gold proportions of central banks should not exceed 
25 per cent Bis comment is that the central banks follow a 
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policy in regard to reserves entirely independeut of the figure 
prescribed b\ law ” (p 133) Is it supposed that those 
banks will inodif'v their policy simph })ecause the figure 
25 oi 30 jier eeut has been substituted foi th<it of 35 or 40 per 
cent at present inscribed in their statutes ^ ’’ 

Apparently the assumed reluctance of the central banks to 
make any change in their practice is to be taken as an unalterable 
fact 

M Rist w^ould regard himself as a friend and champion of 
the gold standard But if his view is right, and if all devices for 
economising gold, or for avoiding fluctuations in the purchasing 
powder of gold, are impracticable, then the only possible con- 
clusion IS that the gold standaid is unworkable It is bound 
to break down in the future as it has in the recent past 

M Rist would seem only to ha\e become aware in 1931 that 
the price level of 1928 w^as artificial and precarious He did, it 
IS true, accept the view, put forward by certam economists and 
gold experts, that the new output of gold was likely in a few 
years to become inadequate to support the price level then 
prevailmg But that is quite difiteient from an exi6ting inadequacy 
of gold 

In a paper of 1929, in which he recommended the stabilisation 
of the Spanish peseta in terms of gold at a rate close to the then 
market rate of 34 pesetas to the pound, he suggested that the 
rate chosen should be a little higher, 34 J or 35 pesetas, to allow 
for the threatened fall of the woild puce level (pp 64-6) Surely 
he would have suggested a more considerable margin if he had 
already foimed the opinion that the existing stock of gold in the 
world was so seriously inadequate as to threaten an immediate 
collapse of prices 

R C4 Haw trey 

Die W irtschaftstheorie der Gegenwart Edited by H IVIayer, 
E A Fetter, and R Reisch Vol I, 1927, pp 292, 
18 EM paper coveis, 19 50 EM bound Vol II, 1932, 
pp 413, 39 EM paper covers, 40 50 EM bound Vol III, 
1928, pp 347, 26 EM paper covers, 27 50 EM bound 
Vol IV, 1928, pp 382, 32 EM paper covers, 33 50 EM 
bound {Vienna, Julius Springer) 

Festaclir^iften are more commonly auspicious in their concexi- 
tion than fortunate in then execution This memorial to 
Friediich von Wieser is a remarkable exception, and the pubhea- 
tion of its long-awaited Volume II is an occasion foi congratulating 
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its Editors Bpon having so satisfactorily completed their ambitious 
task of presenting a conspectus of the most characteristic and 
important developments m modern economics Volume I was 
pubhshed m 1927 and Volumes III and in the following year , 
but, for various reasons. Volume II — ^in many respects the most 
interesting of them all — could not be pubhshed until nearly five 
years after the date originally proposed The set, now complete, 
comprises some eighty essays, written by eminent representatives 
of most present-day schools of thought and deahng with most of 
the impoitant problems in modern economic theory 

To distil the essence of such a magnum opus is an undertaking 
that might daunt the most constringent, whatever the si3ace at 
his disposal Like the Bible, encyclopaedias are notorious^ 
difficult to review, and Die Wii tschaftbiheorie der Gegenwart is 
more, as well as less, than an encyclopaedia It is a sort of 
ecumemcal symposium, a majority report of an academic League 
of Nations Unless he is prepared to attempt a somev hat breath- 
less and synoptic runmng commentary, the reporter at such a 
feast of ideas has no choice but to exercise the critic’s ancient 
prerogative of irresponsible and arbitrary sampling 

Volume I contains a senes of surveys of the state of economic 
science m most European countiies, in America, and in India 
These are of veiy unequal utility, ranging from mere catalogues 
'taisonnes to such mastei ly studies in the history of theory as 
those of Piofessor Schumpeter on Germany and Professor Fetter 
on America Volume IV consists of essays on Fluctuations 
(Lederer, Snyder, Lescure), International Trade (Schuller, Furlan, 
Gruntzel, Viner, Cabiati), Pubhc Finance (Gerlofi, Eheberg, 
vStrigl, Sehgman, Alhx, Einaudi, Fanno, Lindahl), and Socialism 
(Oppenheimer, Laskme, Labriola, Ivantzofi), and an Appendix 
(Caiman) to which we shall return later 

The bulk of the contributions to pure theory contained in 
this work are therefore in Volumes II and III Of these, Volume 
III covers Distribution, and has in its section on Interest an article 
on '' Bohm-Bawerks Dritter Grimd ” which was the last thing 
Wicksell wrote before his death The volume also contains 
much other material of value, notably Pigou on net products, 
Oswalt, Carver, Supino, and Birck on interest, Weiss and Ely on 
rent, MacGregor and del Vecchio on profits. Commons on Anglo- 
American law and economics, and Bonar on the hmits of State 
intervention 

These three volumes raised expectations concerning Volume II 
that may conceivably have contiibuted to the delay in its appear- 
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ance, but \%hicii now piove to have been well-grounded, despite 
the fact that the subjects of Value, Production, and Money are 
extremely difficult and deb cate subjects for a present-day 'svriter 
to deal with 

Considerably moie than half of this volume is devoted to the 
theory of Value and Puces — eleven articles in all Some of these 
compiise icstatements of fundamentals Thus Professor Oskar 
Englander is ohielly concerned to remove some of the real and 
a]iparent inconsistencies of older Austrian theory by revising its 
teiminology Parts of his essay — his ingenious exposition of the 
psychological foundations of value theoiy, for instance — are 
extremely stimulating and illuminating, even when not altogether 
convincing Other paits of it — eg the argument based on the 
distinction between eclite and ^inechte Kosten — seem somewhat 
ietrogre&si\e And Piofcssor Englandci’s defimtions, such as 
that of Sui)pl3", aie not always quite as definite as the occasion 
requiies Piofessoi lloche-Agussol sup^ilements this essay with 
a brief paper on some of the more interesting subjective aspects 
of marginalism, and appends a bibliography that will have its 
uses for readers who w ish to escape the encumbrance of w ealth 
offered under the heading Orenznutzen in the Handworterbuch , 
but it is a pity, and rather strange, that Wicksell is not in it 
Professor P. H Knight, in his article on ‘‘ The Problem of 
Value in Economic Theory,” carries through to something nearer 
then logical extreme the views more fragmentanly expounded 
m certain chajiters of his Bisk, Uncertainty, and Profit and 
more summarily m the preface to the new impression of that 
work All that Piofessor Knight writes is always stimulating, 
none the less for its sometimes appearing to be a cross-section of 
a flowing stream of thought rather than a selection of ideas from 
a consohdated stock In particular, liis views on the relationship 
of economics to ethics and politics and psychology are such as to 
exercise the judgment briefly latlier than to inform it tediously , 
he suggests questions rather than answers It certainly seems 
probable that Professor Knight will achieve canonisation as the 
St Thomas of academic economics , but academic economics has 
suffered for nearly a hundred years now from a superfluity of 
Peters and may well be grateful for a little honest pessimism 

Other general articles m this section are contributed by 
Professors Scott, Masci, Bomnsegm, Bzlimovi9, and Bodin, and 
two of the remaining three deal with ‘‘ special ” problems in the 
theory of puces that of monopoly and that of price-fixing 
Professor Liefmaim follows a tradition that is just begmmng to 
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evoke articulate dissatisfaction, and treats the theory of monopoly 
more or less as a supplement to the general ” theory expounded 
in the preceding essays The disadvantages of such a way of 
approach aie more obvious than its alternatives, but perhaps 
sufficient work has already been done on this problem m certain 
special fields to suggest that piogiess will be moie rapid when 
more attention is devoted to the concept of the market, and this 
made the starting -point for an aigument rather along the lines 
of Ricardo, Lardner, and Dupuit than along those of Cournot 
To approach the problem of monopoly in this way would at the 
same time permit a new approach to those very subtle problems 
dealt with by Professor Vleugels in his essay on Oehiindene 
Preiahildimg 

The final essay of this section is a very lemaikable and original 
piece of work which fills a quarter of the volume and is un- 
doubtedly one of the most important of all recent dogmen- 
geschtcMhchen and methodological studies in economics This 
essay of Professor Mayer’s, entitled Dei Eikemitmswert der 
funktionellen Preistheorien,” is supposed to be a critical and 
positive study m the problem of puces ” , but while it is true that 
he casts five theoiies of piice-determination as the heroes — or 
villains — of his story, the ylot, and the moial, are in terms of 
pure methodology 

Piofessoi Mayer begins with a quotation which appears to 
have become the standaid opening for studies of this kind, and 
proceeds to argue that present-day economists are unable to 
echo J S Mill’s satisfaction with the state of the theory of value, 
not because of any shortcomings either in its philosophical 
imphcations (such as they are) or in its logical self-consistency, 
but because of the extremely restricted range of its contact with 
experience Modern theories of j)rices, says Professor Mayer, 
may be divided into the genehsch-lausalen and the funhUonellen, 
the former represented by Gossen, Jevons, and (in part) Walras, 
the latter by Pareto and Cassel In order to demonstrate that 
the refined functional theoiies of modern writers have achieved 
all that can be achieved by their type of argument, Professor 
Mayer then proceeds to criticise five typical theories in turn — 
that of Cournot as a pioneer who stands nearer to the younger 
school than to the school which immediately followed him , 
those of Jevons and Walras, characteiised by an attempt to find 
a causal foundation for their functional analysis , and the strictly 
a-causal equilibrium theories of Pareto and Cassel 

The general moial which Professor Mayer draws from these 
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separate critKisms, le^erving more detailed coneluBions foi later 
publication, is that pure equilibrium theories are necessarily 
subject to veiy nariow limitations because they piesent systems 
of abstract truths oi analytical judgments which contain no 
synthetical piopositions oi geneial empirical laces Jevons, 
Wallas, and even (despite his o\\ n xno testations) Paieto, attempted 
to make good this deficiency by means of a ‘‘ psychologisch- 
kausale ” foundation of utility functions and indifference curves, 
but abandoned this approach in favour of another which seemed 
to lead more directly to their goal, but which in fact led them 
to the entirely cbfferent goal of Cournot and Cassel The concept 
of demand was transformed into that of effective demand, and, being 
thus reduced to the status of a function of the othei quantities in 
the system, entiiely lobbed of all significance as a motive force 

So far, peihaps and even in claiming that the y ounger genera- 
tion of economists is growing moie and moie conscious of the 
nai row ness and inadequacy and steiility of static equihbiium 
theory, Piofessor May^er is not likely to arouse iiieconcilable 
opposition But it IS not so ceitain that this insistence on 
demand as the dynamic factor /car’ will command universal 

assent Whatever truth there may be in his contention that 
modem price-theory has been entdynamisieri ” by its neutral 
attitude towards demand, and in his assumption that there is 
little significance in any price-theory that is not also a value- 
theory in the deeper sense, it is surely a mistake to neglect the 
institutional “ framew^ork ” and instrumental “ material of the 
value system, which have just as good a claim as the psycho- 
logical “ motive ” to he regaided as suitable empirical data for 
the transformation of Leibnizian verites eteinelles into verites de 
fait But it is possible to fail to be convinced by Professor 
Mayer on this point (a point, after all, on wdiich he has explicitly 
postponed any possible discussion) without failing to profit by 
the masterly critical analyses which constitute the pnncijial 
achievement, if not the avowed object, of his essay 

Four essays m Volume II are devoted to problems of production, 
possibly the branch of theory beyond all others in which the 
pecuharities of the modern point of view are most clearly revealed 
— it IS difficult to imagine any greater doctrinal contrast than that 
between the first few chapters m Mill, or even Marshall’s Book IV, 
and Professor Mayer’s article in the Handwoiteibuch, or the 
essays under review Es empfiehlt sich,” wuites Piofessoi 
Wilbrandt, 
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die Begiiffsbildung nicht lediglich anf die " Marktgesell- 
schaft " emzustellen (etwa Produktion im Wortsnme von 
' zn Markte fuhren ’) Denn eine allgemeine Lehre von der 
Produktion darf, um praktiseli brauckbare Grundlage zu sem, 
nicht nur auf eine emzige Wirtschaftsform zugeschmtten 
werden , sie muss fur alle Wirtschaftsformen gelten , ” 

and although some of his readers may not like his attempt to 
secure this catholicity by groupmg economic systems into 
Allein- ”, Tausch- Gemein- ”, and Hmgabe-wirtschaffcen ”, 
nor agree entnely with his view of the purposes of a theory of 
production or of the meamng of rationabty ” in economics, the 
uses he makes of his general conception of production as the 
arrangement of objective elements according to subjective 
criteria are both convincing and suggestive Professor Diehl, in 
his essay on the doctrine of productivity, also stresses the sub- 
jective aspects of both quabties and quantities in production , it 
therefore is all the more remarkable that, even in this context, 
the need for assigning a more definite meamng than usual to the 
concepts wealth, goods, and the like does not seem to have been 
felt Professor J M Clark returns to the spirit of some of his 
earber work in discussing Production as Orgamsation of Utilities 
and Costs, and Piofessor Loria, in an essay on what he calls 
das ubeinormale Unterprodukt ”, classifies and analyses the 
cases 111 V Inch individuals have a personal interest in the 
restriction of production 

The final section of this volume deals with money and credit 
— Professor Mises in an exemplary discussion of the strangely 
unsettled question of the nature of money (but perhaps still 
leaving some of his readers a httle doubtful on the one point of 
whether the difficulty of regarding money as a consumption good, 
and the consequent necessity for some such terminology as that 
of Kmes, does not primarily arise from a sbght but effective 
inconsistency in the usual defimtion, or indefimtion, of the word 
good ) , Piofessor Peisch on the fundamental principles of the 
currency and banking system , Professor Kemmerer in an 
appropriately scholarly interpretation of the Quantity Theory , 
Professor Gregory in a relentless holocaust of false conceptions 
both crude and subtle concerning the balance of trade , Professor 
Aftalion m a “ confirmation ” of Wieser's Income Theory (which 
readers will wish to compare with criticisms by, say. Professor 
Mises before judging its conclusions) , and Professor Eresciam- 
Turrom on Shortage of Capital and Currency Stabibsation This 
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IS a section A\liieh (apart from such technical considerations as 
the snpph of ii\al factors or such maiket considerations as the 
supply of rival commodities) might ell have been considerably 
increased in size 

It IS significant that several of the contributors to this work 
should have been asked to write on methodology, and that this 
topic should have ])roved a King Charles’s head to several others , 
foi the position and tendency of piesent-day economic science are 
much more important even than its content, at least to those who 
share the dissatisfaction expressed by Professor Cannan in his 
Appendix to Volume lY One of the most interesting of all 
current methodological issues, however, is not explicitly discussed 
in any of these essa\ s, but raised implicitly by tlieir mere collective 
existence If the intention of the Kditors in planning this w ork 
was really to enable the advanced and specialist student to dis- 
cover w hat IS being done in fields that are not ordinarily accessible 
to him, there is much to be said for a less systematic division of 
subjects Controversialists might have been asked to give the 
essence of their views on disputed questions without undue regard 
to their symmetrical and exact delimitation On the other hand, 
if the aim of the Editois was to produce a compendious statement 
of the assured achievements of the science, there is evcr3d;hing to 
be said for a much more symmetrical arrangement than that 
adopted — ^for having a contribution from a representative 
of each major school on each of a dozen or so major topics, for 
example, and for excluding essays on subjects of a narrowly 
speciahsed nature It actually appears as if the Editors have 
effected some sort of compromise between these two ideals, a 
compromise whose chief danger lies in its implied suggestion of 
the existence somewdiere of a single repository of economic truth, 
of a treasury of positive mutually-consistent Satzen, buried in a 
field wdiere one labourer’s gam is another’s loss — an ultra- 
Mercantilist conception of the nature of science and its instruments 
which economics, above all, should have long outgrown 

Professor Cannan seems to take the view that much of the 
present disagreement between economists and their consequent 
ineffectiveness springs from mutual misunderstanding rather than 
from any more deep-seated antagonism Like Hobbes, he 
ascribes the first cause of their absurd conclusions (at least as far 
as English economists are concerned) to an abuse of words 
'^Economists”, says Professor Cannan, “ought to take far more 
trouble to find out and explain what is actually meant in ordinary 
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speech by the words that have become technical terms in the 
hterature of economics ’’ 

But there are good reasons for supposing that the trouble goes 
even deeper than this Professor Cannan assumes that economists 
are at least able to understand their own doctrines and that the 
meamngs of the terms they employ are at least quite clear to 
themselves And yet if a list of the seven deadly sms of econo- 
mists were made, it is reasonably certain that the deadhest 
among them would still be “ that they begin not their ratio- 
cination from definitions ’’ And this is most true of some of the 
most important terms in the science , in fact, of nearly all of the 
typical chapter -heading terms with the single exception of Value 

One thing is still more certain that however desirable or 
undesirable genuine conflicts of doctrine may be, nothing could 
do more to remove barren misunderstandings than such a work as 
D'Le Wtrtschaftstheorie der Gegenwart Although there naturally 
are some particulars in which it might have been done better, no 
such work on such a scale has ever actually been done half so 
well It IS a memorial worthy of the gieat man in whose honour 
it was planned and written H E Batson 

London 


Plan or no Plan ” By Baebaba Wootton (London Victor 
Gollancz, Ltd 1934 Price 5s ) 

This book might well have been called the Intelhgent 
Socialist’s Guide to Economics ” Its appeal is to the intelhgence 
rather than the emotions As the author herself explams (p 104), 
“ the mam concern of this book is with economic mechanisms, 
and a study of the efficiency of alternative economic systems is 
therefore more relevant to its purpose than would be any attempt 
to assay the moral quality of the results dehvered by those 
mechanisms ” And its appeal is particularly directed to the 
intelhgence of those persons who have assumed that the con- 
temporary unemployment crisis is a breakdown of capitalism 
as such 

In her presentation of modem economic thinking for this 
particular audience — and it is a large one — Mrs Wootton is quite 
brilhant Her insistence on the quantitative nature of economic 
notions as against the black or white, all or none, principles of 
pohtical controveisy , her belief in economic man , her expose of 
the necessity of interest, and her exposure of the view that 
income firom profits is never consumed are all wittily and pithily 



1934] 


WOOTTON- 


PLAN on NO PLAN 


471 


put and enable Socialists to purge themselves of their platform 
manners, their Marxian, Hobsonian, or Douglasite predilections, 
and then instincts -in -industry obsessions Hei first chapter on 
the “ Nature of an Unplanned Economy ” is a most discriminating 
analysis of the forces at work 'within the capitahst network of 
iinco-ordinated planlets , v bile her second chapter on the 
‘‘ Nature of the Russian Planned Economy ” must rank as the 
h'oviet expel iment’s first subjection to purely economic reasomng 
If anything, Mrs Wootton is peihaps too rigorously orthodox 
in her reasoning She adopts the “ scarce means to alternative 
ends ” definition of economics and is thus unduly exercised with 
the inability of an economic system to make any use at all of a 
large proportion of its existing resources, human and material ” 
(p 115) The cential (third and fourth) chapters on the 
“ Achie\ ements and Possibilities of an Unjilanned Economy’' 
and the Achievements and Possibilities of a Planned Economv ” 
are both concerned almost entirel^^ 'w^ith the iineniplovment crisis 
Both the explanation of how the unplanned economy produces 
this breakdown and the estimate of how far the planned economy 
might avoid it are biillianily done wuth a fine sense of proportion 
and balance , but it is only part of the picture What industrial 
economists and technologists look for as the most important 
effect of planning, namely, the creation of more efficient resources 
and the general reduction of costs by changes in productive and 
distiibutive structure, is, strangely enough, omitted If con- 
sumption IS planned and products standardised to the exclusion 
of individual fads, the way may be opened for mass production 
and mechanisation that vili permit an economy of human effort 
and a standard of hvmg hitherto unknovm Mrs Wootton 
mentions competition as lesponsible for temporary over-pro- 
duction 111 the amounts of a given product, but she neglects its 
effect in the continual over-production of varieties and sorts of 
product and the consequent failure to achieve the low cost and 
low prices of large-scale operation 

This neglect is, certainly, consistent with her view of planning 
exi^ounded m the fifth chapter The first step in planmng is 
regarded as simply a deviation from the status qtio The 
planners would have to take the community as they found it, 
and their first plans would inevitably provide for a society whose 
economic needs were determined by the income-grading and 
social structure already familiar to us . The central part of 
their first plans would consist simply in supplying by dehberate 
plan about the same quantities of these things as had been 
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previously produced by individual response to the readings of 
the price mechanism ” Mrs Wootton thus conceives planning 
as not changing consumption habits any more radically than the 
structure of industry In her sixth and last chapter on the 
Conditions of Successful Economic Planmng,” Mrs Wootton, 
qinte consistently again, comes out in favour of pricing rather 
than rationing of goods, and wage-incentives rather than uplift 
Occasionally other aims m planmng besides that of constant 
employment of resources peep out, such as to make men healthy, 
wealthy and wise,” but on the whole both communists and 
technologists will be disappointed by Mrs Wootton’s plan 
There is to be no forcing people to take what they are ofiered, no 
liquidation or gleiclischaltung of class or individual preferences, 
even though such planning of consumption might greatly simplify 
the engineering problem No g%ven ^nd^v^dual %s himself obliged 
to he the someone who buys a particular something ’’ (p 328) 
This will please the still liberal-nunded Sociahst and indeed the 
hberal-minded anyone, but Mrs Wootton has certainly not chosen 
the strongest terrain for her battle The strongest case for 
planmng is technological and ethical, that wealth can be thus 
cheapest produced, and men thus made most happy and wise 
even though against tlien oun immediate desires To-day, even 
m England, ve plan education and housing, and force them on 
peojile or give them deliberately below cost, and the most ardent 
planners are those who wish to extend this plan to other fields 
All the more glory to Mrs Wootton for a magmficent fight on 
the difficult ground she has chosen Within this restricted ring 
she lands her blows right and left, and sometimes necessarily in 
the air, with telling effect The ethereal proposal of Sir Arthur 
Salter for a planmng by professional bodies is laid low for giving 
us a community more planned against than planning ” To the 
left the economic drawbacks of revolution are sohdly pushed 
home The armies that have been taught to roar hke hons, 
learn with difficulty to coo like doves, and, simultaneously, to 
woik hke horses ” To the right, the fa 9 ade of the Eascist 
Cooperative State is ripped off to disclose the old unplanned 
Capitalist economy again But the book is not merely a series of 
well-aimed blows The argument against no plan, that it allows 
sectional interests with centrifugal tendencies to obtain control, 
IS admirably sustained Altogether a most forceful and timely 
display of the economist’s apparatus of thought turned upon a 
concrete issue P Sargant Eeorekce 

University of Birmingham 



1934] ISLES WAGES POLICY AND THE PRICE-LEVEL 473 

Wages Policy and the Price-Level By K 8 Isles (P S Eaiig 
Pp 256 9^ ) 

This book is coiiceined with a vei\ interest int* and impoidant 
question the possibility of adjusting ^vage-lat('s to eliaiiges in 
the price-level, and tlius of ovei coming by wage policy a part, at 
any rate, of the unemployment accompanying trade depressions 
Wages are indeed one of the least flexible elements in the price 
structure , and thus, oven if it were estabhslied that a more adapt- 
able wage pohey would do a great deal to mitigate depressions, 
it would not be easy to cariy out the prescription Yet in spite 
of this, it is clear that w e ought to know whether the prescription 
itself IS a sound one , for if it is, there w oiild be good reason to 
make a great effort to ov^ercome the piactical difficulties 

Mr Isles’ conclusion is one which would commend itself to 
many economists as veiy sensible and model ate, he holds tliat 
in the opemng stages of a dexiiession, wage reductions might do 
something, but not evei;> thing, to combat unemployment , as the 
depression proceeds, how^evei, their prospect becomes less and 
less favourable, so that in the depths they would almost certainly 
do more harm than good The analysis by w^hich he proceeds 
to this result is often most instructive and illuminating, but 
unfortunately, at the last lap, everything turns out to depend 
upon suppositions about the supply curve of enterprise The 
assumptions made about the shape and behaviour of this curve 
are quite plausible , but they are no more than assumptions, and 
so tenuous a conception is surely a most insecure foundation for 
exact knowledge 

The first part of the book is concerned with the ordinary 
marginal productivity theory for a single indiistiy under com- 
petitive conditions Here there is naturdlly htile that is very 
new, though Mr Isles brings out a number of special points very 
neatly He is particularly concerned with the short-peiiod 
marginal product, a concept of whose dangers he is well aware 
(pp 69-70) A concludmg chapter of this section makes an 
interesting attempt to examme the form of the short-period 
marginal inoductivity curv'c It is concluded that the c*ui\e is 
inohned negatively, and that it is concave downiwards , but tins 
last point depends almost entirely on the assumiition that the 
supply curve of enterprise is concave upwards Keeping in 
mind that enterprise includes risk-bearing, it is reasonable to 
think that, as the amount of enterprise increases, the marginal 
disutility of enterprise will become greater — ^progressively greatei ” 
(p 88) It may be so , but the foundation is rather fiagile 
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Part II proceeds to the problem of ‘‘ General Eqmhbrium ” 
by a most ingemous apphcation of Marshall’s Foreign Trade 
Curves It is assumed, j&rst of all, that wages in each industry 
are fixed in terms of the product of that industry , the v ages in 
one industry (cotton) are now reduced The inciease in employ- 
ment in the cotton industry will now mainly depend upon the 
elasticity of demand for cotton in terms of other things , while 
the change in employment in other industries will depend primarily 
on whether this elasticity of demand for cotton is greater or less 
than unity, so that entrepreneurs in other industries give less or 
more of their goods in return for the increased quantity of cotton 
Subject to a number of quahfications, vhich need not be detailed 
here, it thus follows that the total amount of employment in all 
industries together will be increased if the elasticity of demand 
for cotton is greater than umty, and also if it is only a httle less 
than umty , but that it will be reduced if the elasticity is much 
less than unity 

This conclusion is in no way inconsistent wuth the results 
reached by other methods of analysis , for the assumption of given 
product wages in other industries imphes that when cotton wages 
are reduced, there is a shght rise in real wages in these other 
industries, when real wages are measured against fimshed products 
in general The conventional dootime would teach that there 
must be an increase in employment as a result of a fall in real 
wages, unless the direct eftects of the fall are counteracted by 
indirect effects through a fall in the supply of some other factor 
of production, or unless there are other indirect counteractmg 
effects through a shift m demand Mr Isles’ analysis brings out 
very well the possible importance of such a shift in demand, 
but it appears to be rather less well adapted to elucidate the 
techmcal influences which would always be favourable to a rise 
in employment 

Passing on to the case of a general fall in product wages, Mr 
Isles holds that the effect on total employment of a general fall 
IS hkely to be less than the sum of the total effects on employment 
of a fall in the various industries taken separately This result, 
in the last resort, appears to depend upon his view that the supply 
curve of enterprise is concave upwards 

In the depths of a dejiression, Mr Isles continues, the supply- 
curve of enterprise will probably misbehave so far as to bend back, 
or, in other words, the demand for real income in terms of enter- 
prise will become inelastic But the azgument here becomes 
decidedly difficult to follow For if it is the enterprise demand 
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for real income which is at the root of the trouble, a reduc^tion in 
real wages would apparently have an adverse effect upon employ- 
ment — at any rate, if the back%vard slope \\ as at all considerable 
Yet Mr Isles frequently suggests that it is the payment of wages 
in money which is responsible , that a reduction in product wages 
would have a favourable effect, but that ‘‘ a loweiing of money 
w’-age-rates would not be an effective means of bringing it about ” 
(p 158) The argument is disappointingly brief, and, without 
further elucidation, it seems imperfectly co-ordinated 

The book concludes with two chapters on w^age policy m 
England and Australia , but that on Australia is, in fact, con- 
cerned for the most part with banking and the exchanges 

J K Hicks 

The Tourist Movement an Economic Study B;y F W Ogieme 
(L ondon P S King, 1938 Pp xv -f- 228 12s bd ) 

Professok Ogievie is light m claiming that “ to neglect the 
study of services is not merely unscientific in theoiy , it increas- 
ingly does injustice to the facts of the modern world ” EngeFs 
Law that the greater the income the lowei the x>roportion of it 
spent on food can be extended to other necessaries such as 
clothing and housing, and iieople without imagination are often 
left wondering how over-production can be avoided if the pro- 
portion of income spent on everything is eventually destined to 
fall Some publicists rush to the conclusion that over-saving is 
bound to result as rich men multiply and that capitalism is 
doomed to die of a surfeit of unconsumed consumers’ goods 
The true answei is peihaps the rather obvious one that though 
consumption of goods and things may not keeji pace wutii income, 
the widemng gap wall be closed by the consumjition of services 
An economic study of the service of entertaining foreigners is 
thus peculiarly welcome 

The Tourist Movement is certainly the most convenient 
starting-point for the study of services To substantiate the 
balance of payments economists have been forced to consider 
“ invisible ” items, and among these, payments by tourists is for 
most countries second, if not equal, in importance to interest on 
international investment Professor Ogilvie might well have 
stated more clearly the relative importance of his subject actually 
and potentially in the balance of international payments Except 
for a table repioducmg the official estimates of the United States, 
the actual value of the tourist trade, as estimated by the authoi, 
IS not compared with the other mvisible, and the visible items , 
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and estimates of tlie possible value tbat the touiist traffic might 
attain are not attempted, though well worth speculating upon 
The Umted Eangdom, for instance, m spite of her sentimental 
attraction as the “ Old Country,” and her convenience in language 
for colonials, and for American citizens too, has an unfavourable 
balance in respect of tourists Might not a more progressive 
pohcy on the part of the British tourist industry have headed off 
the unfavourable-balance-of-trade argument for tariffs ^ The 
lack of enterprise of British hotel-keepers has out-nvalled even 
that of the coal and cotton entrepreneurs Year after year 
Americans shorten their stay in these islands and flee to Europe ” 
in search of coffee, central heating and bedroom plumbing, while 
the price of British discomforts remain, as Mr Cohn Clark has 
shown, completely sticky 

Professor Ogilvie is not concerned with economic possibihties, 
but statistical sohdities His study is mainly a successful effort 
to construct out of the fragmentary data vouchsafed by Govern- 
ments a complete and accurate picture of the tourist profit and 
loss account This was not an easy task The periodical British 
records, for mstance, only give the total number of persons 
entering or leaving the country, and it requires an analysis of 
these persons into rich and poor, hohday -makers and commercials, 
overseas British and foreign visitors, seamen and students, before 
any computation of their average length of stay and average 
expenditure per day can be started Great ingenuity is then 
shovm in inferring length of stay from the figure of foreigners 
present on Census mght, and from the time-lag between inward 
and outward peaks in the movement of foreigners across the 
frontier Expenditure per day has to be estimated mainly from 
foreign statistics about their foreigners The net conclusion is 
that in 1929 some 675,000 visitors to the Umted Eungdom spent 
a total here of £22,444,500, while some 1,033,000 residents of the 
Umted Eangdom spent a total of £32,793,800 abroad This 
total expenditure was at its peak in 1929 and fell by a httle over 
five imlhon pounds on both sides of the account by the year 
1931 The Touiist Movement m other countries is also reviewed 
by Professor Ogilvie For 1929 the Umted Ehngdom’s debit 
balance of ten milhons comxiares with a credit balance of sixty- 
eight milhons for France, thirty-eight milhons for Canada, 
twenty -two milhons for Italy and eleven millions for Switzerland 
The actual and potential importance to these and other countries 
of the American tourist may be judged by the Umted States 
ddnt balance of one hundred and forty milhons 
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There is no question of the competence with which Piofessoi 
Ogilvie has accomplibhed his difficult task in applied statistics 
His technique is clearly set foith and his results adnmabiy 
tabulated It is to be hoped that this book will enable European 
Government statisticians to imitate the American in entering 
defimte estimates of Tourist Traffic in their official accounts of 
international payments It should certainly enable economists 
to substitute figures for one of the unknowms in some of their 
algebraic equations 

P Sargant Florence 

Umverstty of Bvrrmngham 

Ideals of a Student By Sir Josiah Stamp (Ernest Benn 
1933 Pp 240 Price 86' (dd) 

Amongst countless addresses by men of affaiis to XJmversity 
students those published, after some reairangement, in this 
volume are surely unique They cover a sui prising lange of 
subjects, which are lUummated by innumerable examples appro- 
priate to both the American and Enghsh audiences w^hich the 
author addressed His briUiance m producing new ideas and 
purveymg old ones, and the humour with which sound advice 
on study and research is accompamed, render them pleasant and 
instructive reading for everyone For the economist they have a 
special interest, because two of the addresses are specifically 
concerned with the British economic position and the lelations of 
economics to commerce , and m the others examples are frequently 
given from economic theories and fiom the author’s own 
experiences in statistical and economic research 

The addresses as rewritten constitute seven chapteis, of which 
the longest, extending to 35 pages, is on Reseaich Others are 
entitled “ On Proving All Things,” “ On Impiovmg All Things,” 
‘‘ On the Democratic Hope ” Every scientific worker and 
economist will be interested m the chapter on Research, which 
deals with the purpose of an mvestigation, the method appropriate 
to difierent problems and categories of facts, on learning from 
failures, and how and when to write up the results and publish 
them The last chapter, “ On Intellectual Integrity,” is highly 
suggestive and even challenging, and exhibits everywhere the 
author’s fiankness and activity of mind A very brief summary" 
is prefixed to each chapter — a most convenient device For 
instance, that on Intellectual Integrity runs thus Complete 
intellectual consistency is unattainable — ^the effort to attain it, 
No 175. VOL. XLIV IT 
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while valuable, is only worth while within hmits The establish- 
ment of reasonable hmits to the effort is essential for busy and 
well-ordered minds ” 

Perhaps the chapter On Improving All Things ” might itseff 
be improved when a second edition is called for, by reconsideration 
of a few points On p 158, with reference to the decisions of 
wages boards and industrial courts, is a statement which imphes 
that the “ true marginal productivity of labour determines 
wages , for it is stated to be in the long run an absolutely 
limiting factor ” It is a pity to appeal to give currency to the 
V idely prevalent fallacy that the marginal productivity of labour 
determmes wages, by faihng to explain that the marginal produc- 
tivity function IS dependent on the efficiency of organisation 
and equipment, and constitutes the demand, whilst the actual 
marginal productivity depends on the supply of labour 

A few pages furthei on the author pleads for going to funda- 
mental principles whenever we propose a change But does he 
do so himself The freedom of choice of the consumer ” is to him 
fundamental in any workable economic system, and he proceeds 
(p 165) to this surprising conclusion The freedom of the 
consumer then upsets the best schemes of thoroughgoing sociahsm 
or bureaucratic planning ’’ He does not seem to have the present 
condition of Soviet Bussia in mind, for he pioceeds to ask whether 
there is any implication of Christian piinciple which calls for the 
modification and control of consumers’ freedom The assumption 
appears to be that the productive capacit}^ of the nation under 
socialism would be less than it is now , but most economists and 
engineers who have given the matter serious thought are agreed 
that productive capacity would be greatly increased, so that theie 
would be no need for restriction of consumeis’ choice 

Further on (p 167) he argues that a socialist commumty 
could make boots and sell them at half their social cost, but could 
not do this for all things, which is obvious But why should he 
legard it as a “ very unchristian thing to do ” to embark on a 
business enteipiise unless receipts exceed expenditure A 
socialist government, if it decided to vary puces from average 
cost, would make up losses on goods sold below cost for improve- 
ment of health or education by profits on luxuries and things 
supposed to be prejudicial to health The author’s conception of 
a socialist economy seems to be that of the transition, when the 
money economy and profit incentive would still largely opeiate 
It IS perhaps unfortunate that a question of such vital importance 
to the future of civihsation has been dealt with briefly without 
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adequate explanations in a chapter which falls short of the high 
standaid of the zest of the book 

H S Jevons 

Inte) national ( *ombinc6 in Mode) n Indust) y Bj’ Alfred Plummer, 
B Litt , M Sc (Econ ), LL D (Pitman Pp 191 Is Gd ) 

Political boimdaiies larely coincide with economic 
boundaries , and it is therefore to be expected, m the industries 
where conditions of supply and demand produce combines, that 
those combines should extend their influence acioss national 
frontieib The question then arises does this straddling of 
frontiers iiroduce pioblenis of police oi systems of administration 
uhich distinguish intci national combines fiom those which happen 
to be confined within the limits of a single nation ^ Obvioush , 
minor difficulties such as the adjustment of price polic\ m relation 
to fluctuations m lates of exchange will arise But if no greater 
differences exist, then international combines do not merit any 
special treatment from the economist Eveiythmg that he sa;^s 
concerning the motives which produce them, the economies 
they may achieve, their influence upon puces and distribution, 
the hmits which prevent their extension, the circumstances in 
which they arise or disintegrate will apply as effectively to the 
international as to the national combine If, on the other hand, 
there are economic problems peculiar to international combines, 
then it IS upon them that one would like to see a competent 
lesearchei concentiate his attention 

Mr Plummer is well aw^are that such pecuhar problems do 
exist The possible conflict between the national policy of any 
State and the interests of a firm operating within its area of control 
wffiich happens to he a member of an international combine is 
perhaps the most iinpoitant of these problems Mr Plummer 
m this connection points out that the expectation of the Inter- 
national Economic Conference of 1927, that international combines 
might act as an antidote to the evils of protectionism, has not 
been fulfilled , and he is inchned to hold that these combines do 
not tend to facilitate the international division of labour He 
discusses also the peculiar problems arising from the allocation 
of quotas of production to national groups. He devotes a couple 
of pages to the legal difficulties of a combine operating under 
several different systems of law He raises the question What 
is the most suitable administrative scheme for an economic 
organisation with wmrld-wido ramifications ^ He touches upon 
the difficulty of devising any satisfactory form of social control 
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over sucia corporations, and, advocates that as much pubhcity 
as possible should be given to their deeds by the League of 
Nations But his book does not contam a full or thorough dis- 
cussion of any one of these interesting problems 

Yet it would be exceedmgly unfair to appraise this book only 
by what it omits No doubt Mr Plummer was hmited by the 
purpose for which his book was intended He was obhged — as 
anyone who writes on international combines must be obhged — 
to describe m some detail all the important caitels and concerns 
which have operated dm mg lecent yeais on an international 
scale He had also at least to indicate the well-known ciicum- 
stances which influence the formation and the pohcy or cause 
the disruption of combinations All this he seems to me to do 
very competently mdeed He has produced a very useful and 
clearly written book in which all the facts concerning international 
combmes have been brought up to date, and in which these 
combines are related to the environment in which they operate 
The book is therefore well suited for the use of students, and will 
help them to relate facts and theory I hope that before long 
Mr Plummer may perform a labour of love and investigate 
much more fully the interesting problems upon which he has only 
touched. The book which resulted might not have a wide sale, 
but it would be very giatefuUy received by economists 

H A Marquanb 

Umversity College, 

Cardiff 

The Rise and Fall of the Gold Standard By Sm Chables Mobgan- 
Webb (London George Allen & Unwm, Ltd 1934 
Pp 187 5s) 

The Breakdown of Money By Chbistopheb Hollis (London 
Sheed and Ward 1934 Pp xxiii + 232 ) 

Promise to Pay By B McNalr Wilson (London George 
Boutledge & Sons, Ltd 1934 Pp 148 ) 

These three books, all deahng with the defects of our monetary 
system, are of very different cahbre and value 

Mr Holhs’s thesis is that all our ills are financial in their 
origin The prime need of any modern commumty is purchasing 
power sufficient to keep pace wath its productivity, and this we 
might easily acquire if it were not for the stranglehold of the Banks, 
and above all of the Bank of England In the endeavour to prove 
his case Mr Holhs ranges over the habitable globe, the history 
of England and a variety of diverse topics The Liberal principle 
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of allo-vving money to find its ovnx level meant that we equipped 
competitors and aimed our enemies, while impoverishing our 
own people But the real enemies of society are the Banks, 
w^hicli invent money out of nothing ” and levy a toll on the 
commumty foi doing it Actual^ society is the creator of all 
new money, and the Government should never have parted with 
the iHivilege, or allow ed the Central Banks to usurp a power w^hich 
they manage veiy badly We need never have had a National 
Debt if, instead of allowing the Banks to invent money and 
paying them for exercising the privilege, the Government had 
just issued the money required 

Turning to the futuie, Mr Hollis points out how much more 
impoitant tluin foieign tiade is the domestic maiket, and how 
the pioMsion of new pui chasing powei is all that we need to set 
the wheels in motion Like many of his kind he easts longing 
eyes on the Douglas Scheme, while funilv condemning it But 
he holds that we could distiibute puichasmg power in a less 
drastic foim to peisons who could not be demoiahsed by it 
to old age pensioners, widows, the blind and the disabled We 
should also restore the amounts cut from salaries and unemploy- 
ment benefit To the unemployed he would give resources as 
great or almost as great as to the wage-earner he is not afraid 
of the lure of idleness 

The rest of the book is somewhat discursive A chapter on 
India suggests that we have always given her more than we have 
received in leturn, and that the loss of our Indian trade would 
be an inconvemence hut not an iirepaiable disaster Another 
chaptei IS devoted to la^ang the bogey of inflation by showing 
that theie is no parallel between the maik and the pound The 
American slump and the Roosevelt policy, and the experiences 
of Spam under General Piimo de Riveia, are drawn in to point 
one or other of ]Mi Hollis’s morals, and a chaptei on Population 
warns us that a nation which has lost its faith in the Christian 
Revelation has lost the mainspring of action and is not likely 
to survive Altogether an mterestmg and suggestive book, even 
though the reader may not always agiee w'lth JMr Holhs’s premises, 
or see how they lead to Ins conclusions 

Di McNaii Wilson too has discovered that the Banks invent 
money out of nothing, and he sets out to explain the whole position 
“ in a form that may he grasped easily by anyone above the age 
of sixteen ” This he does with an elaborate sarcasm that will 
certainly appeal to the ^young But undei lying the sarcasm is an 
indictment of modem bankmg practice more savage than any 
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medieval denunciation of usniy Not only aie the bankers the 
villains of the piece, but they and their allies, the international 
financiers, conduct against an innocent population a nefarious 
campaign, which can only be hkened to the activities of an 
insatiable monster mercilessly swallowing his victims ahve 
International finance has conquered the woild and reduced it to 
slavery International bankers can create invisible exports 
or invisible imports by a stroke of the pen, and so efltect changes 
m price levels and depiession of wages “ A struggle is proceeding 
to-day between International Finance frantically concerned 
to maintain its powei, and “ the lest of mankind concerned only 
to pioduce and consume ” Theie is no doubt of the honest 
fervoui which inspired this book, but it is not equally clear what 
remedies the wiiter would have us adopt 

Compared with the raging torrent of Piom%se to Pay the 
argument of Sir Charles Morgan-Webb’s The Rise and Fall of 
the Gold Standard resembles a calm and limpid but powerful 
stream In a dissertation as interesting as any romance, he 
describes the silver standard that ruled in medieval England, 
the battle of the standards m the eighteenth century and finally 
the all-impoitant events of 1816, when the old-estabhshed unit-of- 
account, the pound steilmg, now based on the mint XDrice of gold 
at £3 17^ 11^2^^ ounce, was made the unit of value of a new 
curieney The new standaid, which leigned supreme for nearly 
a century, was not gold, nor a weight of gold, but a value of gold, 
and its whole strength and importance lay in the obhgation 
imposed on the Bank of England to be both a buyer and a seller 
of gold in unlimited quantities For while this obligation lasted 
no other value of gold was possible 

The writer points out that this gold standaid which worked 
so well was essentially a “ managed curiency,’’ which depended 
for its very existence on a supeilative exeicise of the art of 
management But the world at laige adopted it as the gold 
standard, believing that its success w as due to the innate virtues of 
the metal In 1872 Germany hnked the maik to the pound, 
Fiance follow'-ed suit m 1890 and the United States eaily in the 
twentieth centuiy 

The sterling standard was swept away in the World War, and 
the dollar standard took its place But protectiomst America, 
compared with free trade Britain, was quite another kind of 
creditor who subjected her debtors to a dram of gold Sir Charles 
finds it incredible that the two systems of currency should ever 
have been taken for identical, and worse, that the return oi 
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Great Britain to gold m 1925 should have been made under a 
similar misappiehension 

In addition to drastic deflation with its attendant losses, 
industrial unrest, and other predictable and piedieted disasters, 
Great But am experienced a disaster which no one had foreseen 
The debtor countiies which w'eie compelled to pay Ameiica in 
gold, piocuied this by dumping their goods on the only free 
market, that of Gieat Britain, so that for years our magnificent 
financial oiganisation served only to place all our available gold 
at the disposal of the United States, and later of France In 
1931 we gave up the struggle 

The post-war gold standard which had already proved its 
unfitness for the work lequired of it, recei\ed its coup de grace 
fiom the newl^ -established jiractice of hoarding It died because 
the creditoi countiies refused to woik it, but it left behind a 
legacy of luin and stai\ation Pohticalh , the lestoration of 
the gold standaid is, in the wiitei’s opinion, about as feasible as 
the leinti eduction of the feudal system 

The sequence of events has pioved encouraging Bteiling 
did not, as might have been feared, degenerate into a local 
currency on the contrary, the sterling Bill of Exchange proved 
able to hold its own and more, with Bills based on currencies 
backed by \a&t accumulations of gold The paper pound is 
slowly but surely gaming the predominance winch the old gold 
pound had so effectually established The new unit of value is 
the Index -number, and the only problem left to be solved is the 
deteimmation of the stabilisation point — a problem which might 
be solved by Biitisii-Ainericaii co-operation The writer begs, 
however, that we should cease to rendei lip ser\ice to gold, and 
should explain to the w oild at large that the hope of “ ultimate ” 
return to gold, so piously expressed in the Macmillan Report, 
means, in effect, exactly nothing Of the Macmillan Report 
Sir Charles has a great deal to say which does not affect the mam 
thread or the cogency of his argument This book deserves to 
be widely read both for the interest of its historical matter and 
for the compelling logic and samty of its views H Reynard 

The Devaluatton of the Pound By J L K Gifford (P S 
King 1934 Pp vm 114 5^) 

The NahonaUsahon of Ban1c%7ig By Amber Blanoo White 
(Allen and Unwin, and the Fabian Society 1934 ) 

Mb Gifford’s book is a straightforward attack upon exchange 
depreciation as a method of securing equilibrium in the balance 
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of payments, and in particular upon the British, departure from 
gold in 1931 He argues firstly that our action intensified the 
World Depression to such an extent that it would have paid the 
Drench and other central banks to lend us enough (he mentions 
£500 m ) to remam on gold He suggests, secondly, that our 
action was in any case largely ineffective in restoring the trade 
balance owing to the large number of countries which followed 
our example, or else imposed import quotas and raised their 
tariffs Mr Gifford believes that we could and should have 
deflated, and that if this was impossible on a sufficient scale (as 
might well have been the case), exchange restrictions would have 
been preferable to depreciation But one feels that he has under- 
estimated the social obstacles which to-day stand in the way of 
any attempt to deflate seriously the British income structure 
Moreover, if only m view of the German experience, few would 
agree with him in preferring exchange restrictions to depreciation, 
if adequate deflation is found to be impossible Further, the 
subsequent failure of the free exchange market to secure complete 
equilibrium in the foreign balance on income account undoubtedly 
implies a continued capital import But it may well be a mistake 
to argue, as Mr Gifford does, that this failure was itself the cause of 
the continued import of capital It is just as, if not more, likely 
that the causation ran the other way But the book as a whole 
IS well-written, closely argued, and contains some useful statistics 
Mrs Blanco White is in favour of the immediate nationalisa- 
tion of the Bank of England on the advent of a Socialist govern- 
ment, but the nationalisation of the joint stock banks only at a 
later stage Her argument is marred by a misunderstanding of 
the meaning of inflation, and by a gross over-estimation (p 35) of 
the benefit to production to be obtained from a change of monetary 
pohcy Nor does she explain the nature of the advantage to the 
commumty which she hopes may be obtained from the power to 
distribute credit arbitrarily through the ultimate nationahsation 
of the joint stock banks H Bargeb 

Umversity College, London 

Future Trad%ng By G W Hoeemah (University of Penn- 
sylvania Press 1932 Pp ix + 469, with bibhography, 
charts and tables 215 ) 

The Hard Winter Wheat Pooh By J G Kistapp (University 
of Chicago Press 1933 Pp vi -f- 177 *ls) 

It is possible to commend a book without agreeing wnth it, 
and to agree with a book without commending it, and so it is 
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with these two hooks Professor Hoilman, Professor of Insur- 
ance and Consulting Economist to the United States of Ameri(*a 
Department of Agriculture, writes with academic and expert 
knowledge, and of a subject on which our own Umversity 
students are strangely ignorant it is excellent to have a fest- 
liand exiiosition Air Hofimaii’s book should take the place of 
Emery’s Stock and Produce Exchanges , and he improves upon 
Emery by his admirable historical account of the evolution of 
the future market in wheat and cotton , for, despite attempts to 
introduce it elsewhere, wheat and cotton suj)ply over nine-tenths 
of all the future ti achng of to-day 

The envHonment of its grow^th w'as the Chicago of 18.>r>-~()5 
The arrival of wheat from the newly-settled country points was 
uncertain, roads were bad, lake-boats were megular in departure , 
abroad there was the distiubing element of the Crimean War, 
at home the distiiibances of the is.lT crisis and later of the (hvil 
War In sucli an environment the American business man 
flourished, and he was above all a speculator — in gold, in real 
estate, and in raw produce The forerunner of the future was 
the “ sale to arrive,” % e selhng (now) to arrive (later), but these 
sales were for many varying qualities and the true future was 
only possible when the produce had been graded Thus, future 
trading is m its essence forw^ard deahng m standardised wholesale 
produce of a fundamental staple, of wheat the great staple of food, 
and of cotton the great stajile of clothing The evolution 
of the cotton future is substantially the same, save that 
Liverpool, the jiort of impoit, led the way, followed by New" 
York and then by New Orleans, tlie centre of the growing region 
One notices the importance of the bteaiiibliij), and later the cable, 
in enabling commercial paper and samples of cotton to arrive 
ahead of the cotton itself The law is sometimes a procTcistmator, 
hut it 18 noteworthy that in 1838, when regular steamship services 
began across the Atlantic, the Courts revised their old objection 
to the time contract. Such contracts were to he vahd if there 
was intention to deliver , howover, Air Hoffman shows that tins 
test IS very" ambiguous, and jirefers himself to justify them by the 
objective test of usefulness 

He shows further that there are two main parties in the 
future market, the trader who uses it for speculation, and the 
hedger wiio uses it for insurance Without the latter the sy^stem 
would run not and be suppressed as a pernicious traffic without 
the former the system could not function And the fundamental 
point IS made that, although only in rare cases is the subject of 
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the future contract actually deli vexed m physical form, yet it is 
of the essence of the system that it shall be deliverable Other- 
wise the cash market and the future market will not move m 
sympathy, and hedging, the commercial service of the system, 
will not work 

Here, again, is a sterling statement, “ Is not the gram crop 
or cotton crop sold twenty times over each year ^ The answer 
is. No Contracts or rights to cotton or grams are traded m to 
an amount this large, but the crop itself is bought or sold perhaps 
on an average not more than four or five times involving the 
various steps in marketing ” (p 111) 

Why, then, cannot one agree with this book ^ Just because 
it is the Chicago of 1855—65 perpetuated, and society will not 
stand this The revolt does not come from the consumers, to 
whom the system supplied commodities m a continuous even 
flow with an excellence which no other markets can show The 
revolt comes from the producing farmer and the social psychology 
of a producing nation The farmer cannot protect himself by 
hedging, for the essence of hedging is that the middleman, 
elevator or exporter, shall sell a future when he buys the actual 
wheat and close the future when he sells it The farmer owns 
the crop from the outset He could, of course, when he sells it, 
buy a future, but this is no hedge, it is a straight speculation 
Similarly, from the essence of the case, it is impossible for a real 
farmers’ pool to hedge, because it too from the outset owns the 
crop on behalf of its members If it sold the crop ahead of 
arrival, it would simply make one great speculative sale It is 
quite extraordinary how many students in England believe that 
the futures market helps the farmer by enabhng him to sell his 
crop V hile it is yet growing, and thus to be sure of a decent price 
In apple marketing, selhng your fruit while it is still on the 
tree is always the mark of a lazy farmer 

The reviewer would like to be able to turn to a book as able 
in exposition on the other side Professor Knapp’s book does 
not fill this gap It is doubtful if any single economist could 
fill it, and for these reasons 

First, the goal is uncertain The alternative system — call it 
merchandising or poohng — ^has nowhere been a umform success 
and yet has nowhere been abandoned in favour of a return to the 
old system Father, the trend is towards a system of state 
marketing, to which perhaps the poohng method in retrospect 
will prove to have been a half-way house 

Secondly, in America, where the academic ability is certainly 
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]>resent to ac'lueve the task, the en\ ironinent is unsuitable The 
c‘otton Houth is dominated by the needy condition and social 
infeiionty of the growers The w heat -grow mg districts are 
numerous and different Mr Knaj)i3 gives us the hard winter 
\^heat pools In addition, theie is the Pacific belt and the 
spring w heat belt , therefore the story is confused, and the 
confusion becomes almost chaos for the outside reader, who is 
not alive to the undercurrents of hostility between the rival 
orgamsations of farmers Then comes along the Federal Govern- 
ment and cieates from above a phantom fedeiation, the Farmers’ 
National Grain C^orjioration , before this has achieved anything 
the crash arrrves, and the Government is left with the task of 
supporting the market and bearing the loss Mi Kna])p might 
have told his stor\ moie succinctly He is an enthusiast for 
co-operation, but does not umf^ eitlier liis story or his anal;^sis 
Mr Haiald Patton, in his Gntin Grcnvet^' Co-opeycifioti in Western 
Canada, unifies the stoi\, but e\en he does not face the ciucial 
theoretical points For examjile, what would happen if the Pool 
had got 75 per cent of the crop Could the Grain Exchange have 
functioned ? If Winnipeg had gone out of business, how would 
Canada have accommodated herself to the residual speculative 
market m England ^ For England certainly would not have 
agreed to accept Canada’s method of merchandising her crop to 
the exclusion ot other methods 

Thirdly, and finally, agiicultural marketing has now become 
not meiely a study m agricultural economics, but also almost 
the test case in the secular problem of the individual and the 
State It IS hardly possible to describe the agricultural market- 
ing schemes of England without being involved m cartel analysis 
It is a problem not only of the individual and the State, but of 
the producer and the consumer , and the reconcihation of the 
two, rathei than of capital and labour, may well prove to be 
the ultimate problem of economic society In either case the 
economist will need the help of political science 

C R Fay 

Juvemle U new ploy 7ne?it By John Jewkes and Allan Winter- 
bottom (London George Allen and Unwm, Ltd 1933 
Pp 159 Price 5s net ) 

The authors remark on the difficulty which at present confionts 
the investigator of juvemle unemployment, m the defectiveness 
of official statistics Even the numbers unemployed cannot 
be certainly known, though the new IJnemplo^niient Insurance 
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the future contract actually delivered in physical form, yet it is 
of the essence of the system that it shall be deliverable Other- 
wise the cash market and the future market will not move in 
sympathy, and hedging, the commercial service of the system, 
will not work 

Here, again, is a sterling statement, “ Is not the grain crop 
or cotton crop sold twenty times over each year ^ The answer 
IS, No Contracts or rights to cotton or grams are traded in to 
an amount this large, but the crop itself is bought or sold perhaps 
on an average not more than four or five times involving the 
various steps in marketing (p 111) 

Why, then, cannot one agree with this book ^ Just because 
it is the Chicago of 1855-65 perpetuated, and society will not 
stand this The revolt does not come from the consumers, to 
whom the system supphed commodities in a continuous even 
fiow with an excellence which no other markets can show The 
revolt comes from the producing farmer and the social psychology 
of a producing nation The farmer cannot protect himself by 
hedging, for the essence of hedgmg is that the middleman, 
elevator or exporter, shall sell a future when he buys the actual 
wheat and close the future when he sells it The farmer owns 
the crop from the outset He could, of course, when he sells it, 
buy a future, hut this is no hedge, it is a straight speculation 
Similarly, from the essence of the case, it is impossible for a real 
farmers’ pool to hedge, because it too from the outset owns the 
crop on behalf of its members If it sold the crop ahead of 
arrival, it would simply make one great speculative sale It is 
quite extraordinary how many students in England believe that 
the futures market helps the farmer by enabhng him to sell his 
crop while it is yet growing, and thus to be sure of a decent price 
In apple marketing, selhng your friut while it is still on the 
tree is always the mark of a lazy farmer 

The reviewer would like to be able to turn to a book as able 
in exposition on the other side Professor Knapp’s book does 
not fill this gap It is doubtful if any single economist could 
fill it, and for these reasons 

First, the goal is uncertam The alternative system — call it 
merchandising or poohng — ^has nowhere been a umform success 
and yet has nowhere been abandoned m favour of a return to the 
old system Hather, the trend is towards a system of state 
marketing, to which perhaps the pooling method in retrospect 
will prove to have been a half-w^ay house 

Secondly, in America, where the academic ability is certainly 
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present to achieve the task, the environment is nnsmtable The 
cotton South IS dominated by the needy condition and social 
inferiority of the growers The wheat-growing districts are 
numerous and different Mr Knapp gives us the hard winter 
wheat pools In addition, there is the Pacific belt and the 
spring wheat belt , therefore the story is confused, and the 
confusion becomes almost chaos for the outside reader, who is 
not alive to the undercurrents of hostility between the rival 
orgamsations of farmers Then comes along the Pederal Govern- 
ment and creates from above a phantom federation, the Farmers’ 
National Gram Corporation, before this has achieved anything 
the crash arrives, and the Government is left with the task of 
supporting the market and bearing the loss JMr Knapp might 
have told his story more succinctly He is an enthusiast for 
co-operation, but does not umfy either his story or his analysis 
Mr Harald Patton, in his Ora%n Growers^ Co-operaHon %n Western 
Canada, umfies the story, but even he does not face the crucial 
theoretical points For example, what would happen if the Pool 
had got 75 per cent of the crop ^ Could the Grain Exchange have 
functioned ^ If Winnipeg had gone out of business, how would 
Canada have accommodated herself to the residual speculative 
market in England ^ For England certainly would not have 
agreed to accept Canada’s method of merchandising her crop to 
the exclusion of other methods 

Thirdly, and finally, agricultural marketing has now become 
not meiely a study m agricultural economics, but also almost 
the test case in the secular problem of the individual and the 
State It IS hardly possible to describe the agricultural market- 
ing schemes of England without being involved m cartel analysis 
It IS a problem not only of the individual and the State, but of 
the producer and the consumer, and the reconcihation of the 
two, rather than of capital and labour, may well prove to be 
the ultimate problem of economic society In either case the 
economist will need the help of pohtical science 

C P Fay 

Juvenile Unemployment By John Jewkes and Allan Winteb- 
BOTTOM (London George Allen and Unwin, Ltd 1933 
Pp 159 Price 6s net ) 

The authors remark on the difficulty which at present confronts 
the investigator of juvenile unemployment, m the defectiveness 
of official statistics Even the numbers unemployed cannot 
be certainly known, though the new Unemployment Insurance 
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Bill, by assimilating tb© entry into insurance with the school- 
leaving age, should do much to effect improvement in this direction 
The authors attempt, in the first place, to make a detailed study 
of the region of the Lancashire Industrial Survey — ^Lancashire, 
exclusive of Merseyside, and Cumberland, but they are also 
concerned with the general problem, and the latter part of the 
book IS devoted to discussion of existing puhhc pohcy and possible 
future action Por each of the depressed northern industrial 
areas presents an unemployment problem which has its owm 
pecuhar features But the problem in Lancashire 

and Cumberland is in kind, if not m degree, indicative of that to 
be encountered elsewhere 

This combination m the problem of national extent and special 
local characteristics makes particularly suitable the method 
of regional inquiry A similar study was made a few years back for 
the single borough of Bermondsey, and it is to be hoped that 
the hke work will be done for other areas, till the whole country 
IS covered, and the full results co-ordinated 

In one sense, the present problem, at least in the depressed 
areas, is a double one, combining the temporary effects of the 
world crisis with the more permanent difficulty arising from the 
overlapping of the problems of boy employment ” and boy 
unemployment ’’ — to use the distinction made in the Bermondsey 
inquiry — and the lesults which follow from Bhnd Alley employ- 
ment The whole problem will be further comphcated for a 
few years by the gieat temporary increase in juvemles entering 
employment as a result of high birth-rate in one or two post-war 
years, notably 1920 The Lancashire Survey Region is well 
fitted to illustrate both sides of the problem, since it suffers 
severely from the depression, and the cotton industry employs 
far more juvemle labour than it can retain in manhood A serious 
feature of the position is the greater difficulty of placing leavers 
from secondary schools, their percentages of unemployment in 
the summer of 1932 being 26 1 (boys) and 28 5 (girls), compared 
with 20 7 and 16 7 respectively for elementary school leavers 

The statistical study of the problem in Lancashire and 
Cheshire, which is supplemented by a series of additional tables 
in the Appendix, is follow^ed by a more general study of pohcy and 
remedies, subdivided into Palliatives and The Lengthemng of 
School Life The book concludes with chapters on The Control 
of Juvemle Employment and on What Lancashire Can Do 

The authors strongly advocate raising the school-leaving age 
to fifteen, but emphasise that, to make this effective, the educational 
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reorganisation undei the Hadow scheme should be resumed and 
completed There is an interesting discussion of different 
remedies, such as extension and improvement of instruction 
centres for unemployed juvemles On this last matter, the 
information given suggests that, when full allowance is made for 
need of preventing waste and for the difficulties of administering 
the Centres, the policy adopted has been defective in llexibihty, 
in range, and in the treatment of the teaching staff Many 
of the instructors are worlang under week-to-week or even day-to- 
day contracts ” Some suggestive illustrations are also given of 
the detailed effects of Economania ” upon Lancashire education 
The suggestion that, faihng general raising of the school-leaving 
age, Local Authorities in Lancashire should combine to press for 
sanction to Bye-Laws under the Fisher Act to raise the age 
throughout their area is interesting in view of a similar movement 
now taking place in London 

The authors particularly stress the present high unemployment 
of the older children in Lancashire, where the ordinary effects 
of high proportions of Blind Alley employment are greatly 
aggravated by contemporary conditions, whilst there is continuous 
engagement of younger children fresh from school The writers 
specially fear the effects of this upon the rising generation, at a 
time when improvement in industrial quahty is essential to meet 
Japanese competition They rightly urge that much of the 
unemployment could often be met by a proper system of dove- 
taihng of jobs, and this should also prevent any risk of shortage 
of labour from restrictions on the entry of younger children into 
the labour market Possibly the authors do not fully develop 
the possibilities of dovetailing The evils of Blind Alley employ- 
ment are, indeed, obvious, but much of it is also inevitable with 
the present orgamsation of industry, and the authors perhaps 
over-stress its elimination and give too httle attention to its 
regulation and control The most practicable hne of advance 
may well be found in a further development of dovetaihng, 
whereby the surplus of boy labourers in industries hke cotton 
will be transferred at the right time to men’s 3 obs of various kinds, 
in occupations which employ a shortage of juvemles The 
authors rightly point to the value of the work already done 
for the guidance of juveniles and demand its extension , and one 
fruitful opening for this seems likely to be found in fuither 
dovetailing of this type 
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Bill, by assimilating the entry into insurance with the school- 
leaving age, should do much to effect improvement in this direction 
The authors attempt, in the first place, to make a detailed study 
of the region of the Lancashire Industrial Survey — ^Lancashire, 
exclusive of Merseyside, and Cumberland, but they are also 
concerned with the general problem, and the latter part of the 
book IS devoted to discussion of existing pubhc pohcy and possible 
future action For *'each of the depressed northern industrial 
areas presents an unemplo 3 ?ment problem which has its own 
pecuhar features But the problem in Lancashire 

and Cumberland is in kind, if not in degree, indicative of that to 
be encounteied elsewhere ” 

This combination in the pioblem of national extent and special 
local characteristics makes particularly suitable the method 
of regional inquiry A similar study was made a few years back for 
the single borough of Bermondsey , and it is to be hoped that 
the hke work will be done for other areas, till the whole country 
is covered, and the full results co-ordinated. 

In one sense, the present problem, at least in the depressed 
areas, is a double one, combmmg the temporary effects of the 
world crisis with the more permanent difficulty arising from the 
overlappmg of the problems of boy employment ” and ‘‘boy 
unemployment ’’ — to use the distinction made in the Bermondsey 
inquiry — and the results which follow from Bhnd Alley employ- 
ment The whole jiroblem wall be further complicated for a 
few years by the gieat temporary increase in juvemles entering 
employment as a result of high birth-rate in one or two post-war 
years, notably 1920 The Lancashire Survey Region is well 
fitted to illustrate both sides of the problem, since it suffers 
severely from the depression, and the cotton industry employs 
far more juvemle labour than it can retain in manhood A serious 
feature of the position is the greater difidculty of placing leavers 
from secondary schools, their percentages of unemployment in 
the summer of 1932 being 26 1 (boys) and 28 5 (girls), compared 
with 20 7 and 16 7 respectively for elementary school leavers 

The statistical study of the problem in Lancashire and 
Cheshire, which is supplemented by a series of additional tables 
in the Appendix, is followed by a more general study of pohcy and 
remedies, subdivided into Palhatives and The Leiigthemng of 
School Life The book concludes with chapters on The Control 
of Juvemle Employment and on What Lancashire Can Do 

The authors strongly advocate raising the school-leaving age 
to fifteen, but emphasise that, to make this effective, the educational 
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reorganisation under the Hadow scheme should be resumed and 
completed There is an interesting discussion of different 
remedies^ such as extension and improvement of instruction 
centres for unemployed juvemles On this last matter, the 
information given suggests that, when full allowance is made for 
need of preventing waste and for the difficulties of administering 
the Centres, the policy adopted has been defective in flexibihty, 
in range, and in the treatment of the teaching staff Many 
of the mstructors are working under week-to-week or even day-to- 
day contracts ” Some suggestive illustrations are also given of 
the detailed effects of Economania ” upon Lancashire education 
The suggestion that, failing general laising of the school-leaving 
age. Local Authorities in Lancashire should combine to press for 
sanction to Bye-Laws under the Eisher Act to raise the age 
throughout their area is interesting in view of a similar movement 
now taking place m London 

The authors particularly stress the present high unemployment 
of the older children in Lancashire, where the ordinary effects 
of high proportions of Blind Alley employment are greatly 
aggravated by contemporary conditions, whilst there is continuous 
engagement of younger children fresh from school The writers 
specially fear the effects of this upon the rising generation, at a 
time when improvement in industrial quality is essential to meet 
Japanese competition They rightly urge that much of the 
unemployment could often be met by a proper system of dove- 
taihng of jobs, and this should also prevent any risk of shortage 
of labour from restrictions on the entry of younger children into 
the labour market Possibly the authors do not fully develop 
the possibilities of dovetaihng The evils of Blind Alley employ- 
ment are, indeed, obvious, but much of it is also inevitable with 
the present orgamsation of industry , and the authors perhaps 
over-stress its ehnunation and give too httle attention to its 
regulation and control The most practicable hne of advance 
may well be found in a further development of dovetaihng, 
whereby the surplus of boy labourers in industries like cotton 
will be transferred at the right time to men’s jobs of various kinds, 
in occupations which employ a shortage of juvemles The 
authors rightly point to the value of the work already done 
for the guidance of juveniles and demand its extension , and one 
fruitful opemng for this seems likely to be found in further 
dovetaihng of this type 


IST B Deable 



490 


THE ECOKOMIO JOUBHAL 


[sept 


As'pects of the Etse of Economic Individualism a Ciiticism of 
Max Weber and his School By H M Bobebtsoh, Ph D , 
Senior Lecturer in Economics in the University of Cape Town 
(Cambridge University Press 1933 Pp xvi + 223 
105 U) 

Bb Bobebtsoh’s object is to disprove Weber’s theory that 
Protestantism, especially m its Puritan form, has had a very 
great influence in forming the ^ spirit of capitahsm/ and, therefore, 
in forming capitahsm itself,” through the doctrine that unremitting 
industry in one’s calling ” was a religious exercise, and that 
success in one’s calling was an outward and visible sign of the 
acquisition of spiritual grace ” Beference to early Puritan writings 
shows that the authors pi cached the beauty of the oidered life, 
contentment in the position to which God had called one, avoidance 
of worldly ambition, and the due perfoimance of charitable 
and other duties It was not tiU the late seventeenth century 
that Enghsh moral writers began to regard worldly success of 
great moment, and of paramount importance in deciding in 
what esteem a man should be held ” Cathohc writers are quoted 
as holding similar doctiines and going through the same develop- 
ment to an alliance of God and Mammon Webei held that there 
was no capitalistic spirit ” in the Middle Ages and that pre- 
Beformation capitahsm was a poor thing until it was vivified 
and made respectable by the Puritan creed A searching historical 
review completely destroys those assertions The spirit of gain 
IS as old as Aristotle, and Weber, instead of searching into origins, 
drew his ideas of the relations between Protestantism and capital- 
ism from the writers of the late seventeenth and the eighteenth 
centuries when the old ordered morahty had become sophisticated. 

The true view set out in this book is that the gieat influence 
which moulded the history of capitahstic endeavour was the 
escape from medievahsm ” The abohtion of privileges was a 
feature of the Benaissance period, and Machiavelh taught that 
the monarch should encourage his citizens to prosper m their 
employment so that the State should grow powerful There 
was a growth of individuahsm and an assertion of the rights of 
the individual against the State The Calvimst countries of the 
north of Europe showed, it is true, a greater commercial capacity 
and zeal than the Catholic countries of the south and middle 
of the Continent, but the new course of world trade which 
sprang up in consequence of the discovery of America and more 
especially of the Cape passage to the East was a more potent cause 
of these national inequahties than religious differences ” The 



1934] FRANCK* L*ECONOMIE CORPORATIVE EASCISTB 


491 


spirit of individualism spread, mamly as an effect of trade 
developments Tlie rise of the sp%r%tus cajpitaUsticus is largely 
a matter of opportunity and of competition ” 

The fourth, fifth, and sixth chapteis are occupied by a detailed 
examination of the views of Protestant and Cathohc writers 
on the relations between then churches and capitalism Briefly, 
both at first preached moderation and contentment, and both 
gradually came to make accommodations with the wealthy who 
were the source of their incomes A good deal of evidence is 
adduced in support of the view that the Jesuits were the first 
to advance on the road to worldly wnsdom Much has been made 
of the fact that the industriahsts and merchants of the eighteenth 
century were frequently, if not generally, dissenters, but that is 
easily explained by the old alliance between the Episcopal Church 
and the landed aristociacy, the new rich were regarded as 
upstarts and took refuge in a commumon where they were not 
despised — a development which naturally modified the old 
ascetic doctrines Not the least pleasing part of this section of 
the book is the very effective trouncing of Archdeacon Cunningham 
for his derivation of Scots success m business from Scots Calvinism 

By his skilful and thorough apphcation of the historical 
method Dr Robertson has completely destroyed Weber’s 
“ psychological ” explanation of economic development, and we 
can heartily concur with Professor Clapham m his preface, that 
the book contains the first thorough historical discussion in 
Enghsh, and the' best discussion that I know, of a dogma much 
debated, though sometimes uncritically received The book 

contributes to the philosophy of economic history and so is fit 
to stand at the head of this series ” — ^the new series of “ Cambridge 
Studies in Economic History ” pubhshed under the general 
editorship of Dr Clapham with the aid of the fund bequeathed 
by Ellen Anne McArthur of Girton College, herself an historian 
of note 

Henry W Macbosty 

L’iconoTme corporative fascists en docbine et en fait Ses origines 
historiqiies et son evolution By L Rosenstock-Ebanok 
(J Camber Pans Libraire Universitaire Pp 429 ) 

This book is an imposing reply to such favourable accounts 
of Mussohman economics as Einzig’s Economic Foundations of 
Fascism Its method is to compare the appearance as revealed 
in Fascist propaganda, official pronouncements, and laws, with 
the reahty discovered, by study on the spot of the Itahan situa- 



492 


THE ECOKOMIC JOTOKAE 


[sept. 


tion, to underlie and generally to contradict the appearance 
The first 240 pages — L’Ordre Syndical ’’ — ^review the treatment 
of labour and trade union problems , the origin of Tascist syndical 
theory, its incorporation in the legislation of 1926—8, its impact 
on the workers, the success of the system of collective contracts 
and compulsory arbitration , unemployment, wages, and general 
social pohcy. The remaimng 180 pages — L’Ordre Corporatif ” 
— examine other aspects of State intervention m agriculture, 
industry and banking, and the channels through which vital 
economic decisions are made The composition, working and real 
influence of the “ Corporative ” Chamber and the National 
Council of the Corporations are scrutimsed, debates selected for 
analysis There is a final mention of some writers who have 
attempted to theorise, and even to bmld up a brand-new economic 
doctrme, round the Corporative State 

With his painstaking and sustained research, M Rosenstock- 
Franck has undoubtedly produced the best book on Corporative 
economics that we have It is crammed with well-documented 
facts (which unfortunately lack an index), proving to the author’s 
saitsfaction the thesis that all this Fascist nonsense is just an old 
and rather soiled solution of pohtico-economic problems, dressed 
up to look new Nous pourrions esperer tirer quelque 

enseignement pratique de I’experience itahenne , mais, mal- 
heureusement — et nous devons marquer ce fait avec force — ^il n’en 
est rien Une fois de plus, tout ghsse entre nos doigts et nous 
avons I’lmpression d’etre meles a quelque vaste comedie , il nous 
faut msister parce que bon nombre d’excellents esprits ont cru, 
sur la foi de la Charte et des journaux de la Femnsule, que la 
notion de ‘ salaire mimmum ’ triomphait en Italie, tout comme la 
reduction gouvemementale des prix de detail, les consortiums 
obhgatoires, que sais-je encore C’est tout a fait inexact ” (p 
135) Les regimes de dictature s’lls n’lnventent rien de 

nouveau en matiere economique, connaissent neanmoins, et 
pratiquent toutes les erreurs des regimes democratiques ” (p 
329) Can such unqualified condemnation be any more adequate 
than Einzig’s psean of piaise True, M Rosenstoek-Franck has 
a good word for one or two aspects of the land and social pohcy 
But he frowns on the public works, criticises Fovel’s proposals to 
equahse incomes on the grounds that saving would fall ofi, hates 
the State to control rents, and cannot behave that it ever succeeded 
in reducing retail prices by decree, thus to accomphsh une 
sorte d’heureuse violation des lois economiques ” (p 359) Per- 
haps, if he read the controversies in Commercio of 1930—32, and 
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the lists of tradesmen recently ejected from their premises for 
faihng to adjust their prices to the official hsts, he might grow 
in faith Plainly, from the standpoint of his individuahstic 
orthodoxy, he would have to condemn Mr Baldwin for sociahsm 
On p 233 he cannot quite bring himself to credit the State with 
undoubted advances in social rehef , individual imtiatives must 
be responsible 

One soon suspects that despite the wade cast of his net, M 
Bosenstock-Pranck has not failed to select the fish to smt his fare 
He accepts the testimony of pohtical exiles, interprets ’’ that of 
Pascists But is not the former far more open to bias ^ Not 
that he credits all Fascists with chrome mendacity Bather, 
they just cannot understand We must wave aside their explana- 
tions with an indulgent smile “ Comment ne pas sourire a ces 
cabrioles f ’’ (p 226) Why, in assessing the pohey of pubUc 
works, does he ignore secondary employment '2 What becomes 
of the unemployed not in receipt of the regular insurance rehef ^ 
he asks, not having noticed, apparently, the reports in the Cor- 
ner e della Sera of the emergency grants which are always being 
made in the Duce’s name to depressed areas His naive method 
of discrediting the pubhc works (p 221, note 1) and wages pohey 
(p 162) IS by the famihar journahstic trick of juxtaposing French 
and Italian results over the same period without comment on the 
diversity of economic conditions in the two countries which would 
explain and justify the diherence Such dodges, useful for pro- 
paganda, might deceive the innocent, but alienate the student 
A knowing air often serves to conceal superficiahty — compare M 
Bosenstock-Franck’s study of the collective contract for the iron 
and steel industry, with P Corti’s in La Carta del Lavoro e % con- 
tratU colleU%v% A less unsympathetic approach, more concern 
to explain than to debunk, might have told us why Sociahsm had 
to yield to autocracy in 1922, what pohtical and economic neces- 
sities he behind the pohey of State intervention, why the Itahans 
are still pegging away at their Corporations and after ten years 
of Fascism still over-subsenbe pubhc issues However, granted 
M Bosenstock-Franck’s unfortunate point of view, granted his 
inadequacies (within the actual framework of his selected facts, 
he misses much that would strike a professional economist , e g 
he does not remark that Fovel’s proposals on p 406 rest on 
Marshall’s now-discredited theory of Consumers’ Surplus), 
granted the maccuracies which are perhaps inherent in such diffi- 
cult and controversial subject-matter (e g official figures since 
revised , their degree of trustworthiness, etc ), granted that nearly 
No 175 ^VOL XXIV K K 
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all his conclusions could he, and often have been, disputed, 
he has undoubtedly produced a study of great interest and 
importance 

K White 

Quem^s College^ 

Oxford 

A H%story of NaUonal Socialism By Konbad HEiDEiir 
(Methuen. Pp 370 15,5 ) 

The writing of contemporary history is a hazardous under- 
taking which, if it demands very special quahties in the writer, 
demands special indulgence from the critic Por an historian to 
attempt to tell the story of a pohtical revolution in his own 
country, in the course of which every cause which he values has 
not only been vanqmshed but brutally trodden underfoot, his 
friends beaten and killed, and himself exiled, is to put the severest 
possible test upon his own powers of objective and impartial 
narration It is this task which Konrad Heiden has set himself 
in this History of National Socialism, and in which he has, to a 
high degree, succeeded 

As it appears in its Enghsh dress the book is a combined ver- 
sion of two books by the author which have appeared in German 
— Geschichte des N ational-Sozialismus and Oeburt des dritten Heiches, 
and, in combming the two, much of the first of these two works, 
which deals with the earher history of the Nazi Party, has been 
omitted, though almost the whole of the second work has been 
included For those mterested in the Nazi development the 
author’s earher work in German, therefore, remains indispensable 
Herr Heiden’s account of the whole movement is deeply interest- 
ing and astomshingly complete and accurate, in view of the rapid 
development which has taken place He is, too, at least as objec- 
tive as any man of hberal mind so intimately affected by the 
events he describes could be expected to be An enemy of the 
Nazi regime from deeply held principles, he nevertheless seeks to 
explain not only the reasons for its successful appeal to the 
German people, but also such merits as its inchoate doctrines 
possess He is particularly skilful in his sketches of character, 
the portraits of Hitler and Goebbels being notable examples of 
insight So, too, he presents with great skill the internal conflicts 
wuthin the Nazi party and the comphcated intrigues which occu- 
pied the period from the fall of Bruning to that of Schleicher 
(May 1932~January 1933) That there is more to be known of 
that crucial period in German history goes without saying, but 
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that Herr Heiden’s interpretation is in the broad sense correct 
seems "very probable It xs also extremely instructive, for 
it tends to correct the assumption widely made by Communist 
observers that [Fascism is an inevitable ” stage in the dechne of 
Capitahsm, and an ‘‘ inevitable ” prelude to the coming of Com- 
mumsm Herr Heiden is not obsessed by systematic inevita- 
bihties and the tenor of his pages is that nothing but the pecuhar 
stupidity of a hmited section of German great industnahsts and 
landowners gave Hitler his opportunity 

Herr Heiden does not devote much space to the general 
economic background of the Nazi movement, though he shows 
clearly enough how it affected the farming class in particular and 
the bourgeois in danger of proletarisation in general He explains, 
however, the particular ^‘interests ” which, in the winter of 1932—3, 
came to the rescue of the Party at the moment of its greatest 
financial weakness, when Gregor Strasser is said to have talked of 
‘‘ twelve milli on voters and twelve millions of debt ” It was, 
Herr Heiden suggests, the bankruptcy-sociahsm ” of the heavy 
industries of the west and of the large landowners m the east — 
the pohcy which regarded only the chance of gain as the sacred 
privilege of the private individual, while the risk of failure was 
tacitly handed over to the State ” (p 203) — ^which saved the Nazi 
Party and prepared the path of Hitler to power The underlying 
problem of the regime, certain to be intensified if the economic 
position of Germany contmues to become worse, is that of how to 
reconcile this bankruptcy-sociahsm ” of the industnahsts and 
landowners with the perfectly genuine, if hazy and emotional, 
sociahsm of large masses of the rank and file 

The translation of the German version is accurate and easy, 
and the book itself will for long remain an absolute necessity^ for 
all students of German history smce the Hevolution of 1919 

E J Passant 

Sidney Sussex College^ 

Cambridge 

Australia an Economic Interrelation By G V Pobtits, M A , 
B Litt (Austraha Angus and Robertson, Ltd 1933 
Pp 104 35 6d ) — Australians Government Bank. By L C. 

Jatjncey, Ph D (Cranley and Day 1933 Pp 288 
75 6d ) — The Economic Besources of Australia By H L 
Habbis, M a , LL B (Austraha Angus and Robertson, 
Ltd 1933 Pp 125 35 6d ) — Australia as Producer and 

Trader, 1920-1932 By Nancy Winbett, B Sc Econ. 
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(Oxford University Press 1933 Pp 320 15^ ) — The 
PeojpUng of Australia {Further Studies) (Melbourne Uni- 
versity Press 1933 Pp 327 4s ) — The Australian 

Economy Simple Economic Studies By D B Copland, 
C M G , M A , D Sc , in collaboration with G A Welleb, 
B Sc Econ , B Com (Austraha Angus and Bobertson, 
Ltd 1933 Pp 171 4s 6cZ ) 

The gem of these six is the brilhant httle book of Mr Portus 
He recounts the economic history of Austraha from 1788, when 
Captam Arthur Philhp arrived at Botany Bay with a company 
of about 1,000, of whom, roughly, 700 were convicts,’’ to the 
recent Lang episode, when the invasion of the autonomous rights 
of a State by the Commonwealth demonstrated that Austraha 
IS evolving from a federal to a unitary form of government ” 
Mr Portus has a happy combmation of gifts He can choose 
]ust those events which were significant He can illustrate, where 
needed, by statistics or an apt quotation He can explam, in a 
few telhng phrases, why an event happened and what its conse- 
quences were And his Enghsh, lucid and witty, is a joy to read 
Dr Jauncey gives us a history of the Commonwealth Bank 
His behef that ‘‘ clearing is the main operation of cential bank- 
ing ” prevents him from graspmg the significance of the Act of 
1924, which gave the Bank sole control of the note issue and 
compelled the other banks to keep balances with it, and he equally 
fails to reahse the possible conflict between a stable sterhng 
exchange rate and other aims, and the reasons why Professor 
Copland, for example, approves of the recent issues of Treasury 
Bills The reader may be disturbed by such assertions as this 
The ideal solution of the currency problem would be an inter- 
national currency issued by an mternational bank based upon the 
productive and commercial services of the world ” , and he may 
be surprised to read of a run successfully resisted '' by putting on 
more tellers,” but he wiU find here fairly full information about 
the Bank, since it began m 1912 with nothing but an overdraft of 
£10,000 from the Commonwealth Treasury The book is 
also adorned with cartoons and photographs, including a good 
photograph of Ralph G Hawtrey, British economist ” 

Mr Harris has collected a number of facts about Austraha and 
presents them in a brief compass Serious students will continue 
to use official statistics and the writings of Griffith Taylor, but 
this httle work may mterest the general reader 

Mrs Wmdett also has collected facts, but facts not readily 
accessible Her presentation of the mfluences afiectmg the pro- 
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duction and marketing of the mam commodities produced in 
Australia, smce the war, is a substantial contribution to knowledge 

No fewer than sixteen persons have co-operated to produce 
The PeophTig of Australia {Further Studies) Despite this division 
of labour, the subject yields dimmishmg returns The most 
mterestmg papei is perhaps the detailed account of the post-war 
group settlement scheme in Western Austraha The final result 
of this unfortunate attempt at economic planning was that after 
ten years and the expenditure of ten milhon pounds, 1,704 group 
settlement farms were estabhshed m the south-west of the State 
Mr Brigden Secondary Industry in its Relation to Population 
Absorption ”) becomes more difficult to follow than ever He says 
that less than 400,000 persons, out of 2,650,000 breadwinners, are 
employed in basic ” export industries , all other industries and 
services are secondary” (p 108) ‘^A diversion of production 

from basic mdustries reduces the original and basic income from 
which all secondary production is derived ” (p 124) One would 
expect from this a conclusion that exports should be subsidised , 
instead we are told that “ there is nothing uneconomic in seeking 
to become more self-contained and m promoting local industries, 
provided — and always provided — ^that we do not impose excess 
costs on our marginal production beyond its capacity” (p 131) 
One hopes this volume will help to kill the delusions about vast 
empty spaces ” in Austraha waitmg to be filled by migrants from 
Great Britain 

The Australian Economy now appears in a third edition, 
enlarged and brought up to date with the aid of Mr Weller These 
“ Simple Economic Studies ” explam recent events in Austraha, 
giving the relevant economic theory as a background They 
contam httle that is very controversial, although some may object 
to the bold statement that “ a fall in the general level of wages is 
necessary if industry is to be restored, and this is the quickest 
and surest way of mcreasing spending power ” (p 109), while 
others may complam that the depression is not exhibited as an 
inevitable consequence of the preceding boom It would be 
useful, in the next edition, to include a chapter on the Theory of 
International Trade Among the writers here reviewed, Mr 
Harris cannot understand the objections to the protected sugar 
monopoly (“It cannot be shown that the industry is inefficient ”), 
Mr Philhps m his Introduction to The Peopling of Australia seems 
unaware of the part played by the -uneven distribution of different 
factors (on p 19 he suggests that differences in comparative costs 
result mainly from differences m “techmcal skill and knowledge ”), 



THE EOOHOMIO JOTJRHAli 


498 


[sept 


and even Mrs Wmdett conveys the impression that to show that 
a tariff raises prices is to show that it is harmful 

F Bekham 


The Monetary Problems of India By L C Jain, Header in 
Economics in the University of the Punjab (London 
Macimllan 1933 Pp x + 222 IO 5 6d ) 

Many books have been written on Indian currency, banking 
and finance during the past fifteen years, but Mr Jain’s new 
book IS by no means superfluous He is already well known for 
his book Indigenous Banking in India (1929), which created a 
very favourable impression on economists acquainted with Indian 
banking It was the result of extensive personal inquiries 
amongst native bankers, and contained much information not 
previously accessible to English readers That book was pub- 
lished just before the Central Banking Inquiry Committee, 
appomted by the Government of India, began its elaborate 
inquiry into present and future banking facihties The Central 
Committee based its report mainly on the voluminous reports 
and evidence of ten provmcial banking inquiry committees, 
which were set up to conduct mquiries on uniform hnes in each 
of the provinces with the assistance of local banking and trade 
associations, and on the mformation supphed by similar inquiry 
committees m mneteen Indian states The inquiry lasted more 
than two years , and Mr Jam was himself Secretary of the 
Umted Provmces Committee The task which the author set 
himself m writmg the present book was, therefore, essentially 
different from that of his earher work With the numerous 
reports of the Committees and some twenty volumes of evidence, 
further direct inquiry mto facts was less urgent than an analysis 
of the immense mass of material made available The Monetary 
Problems of India, however, is not merely a summary of the 
recent Bankmg Inquiry and the reports of the numerous pre- 
cedmg royal commissions and committees it contains a con- 
nected account of the development of the Indian currency, 
bankmg and the money market, and a description of the effects 
m India of the British currency crisis of September 1931, and 
the subsequent course of the depression of trade 

The book is a comprehensive review of the money market, 
usmg the term m its widest sense to embrace the whole financial 
machmery, mcludmg currency management, the stock exchange, 
and company promotion The first two chapters are devoted to 
a survey of the history of the Indian currency system from 1816 
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to 1931, and are a model of lucidity and 3 udicious selection, with 
ample references to ongmal authorities There follow three 
chapters on the Money Market, covering respectively indigenous 
bankers, loan offices, co-operative credit societies and state loans 
to agriculturists, joint stock and exchange banks and the 
Imperial Bank , the Post Office, Government borrowing, and the 
Stock Exchanges Chapter VI describes the Banking Inquiry 
and discusses the nature of the problems involved in the exten- 
sion and better orgamsation of banking m India, and various 
suggested solutions, whilst the last chapter, ‘^The Euture Out- 
look,” IS a wider discussion of the problems of banking, currency 
and the money market. 

Here and there the author has imposed on himself limitations 
of space which the reader may well resent Por instance, on 
p 150 the low prices of Government securities prevaihng in recent 
years, some issues being practically unsaleable, are stated to be 
“ obviously the result of increasingly high rates at which State 
loans were floated, the maintenance of a high bank rate ” 
and several more causes, said themselves to be due to other 
causes, which are not even specified Here was an opportumty 
for some important original investigation If that was outside 
the scope of the book, some support at least should have been 
quoted for the opimons expressed, as they are certainly con- 
troversial The book does not invite criticism, however, for it 
is an admirable survey of Indian currency, banking and finance, 
which no student of Indian economic conditions can fail to find 
useful Moreover, it is written m an attractive style and is a 
model of clear and concise Enghsh On this ground Mr Jam 
ranks high amongst Indian writers of English, as he does for 
subject-matter amongst Indian economists 

H S Jevons 

lnd%a^s Foreign Trade since 1870 By Pabimal Bay, M A , 
Ph D , with a Foreword by Sib Josiah Stamp, G B E 
(London Boutledge 1934. Pp xviii + 300 12^ M) 

An economic study of Indian foreign trade, carried through 
in a scientific spmt, has long been wanted, for existmg books are 
either purely descriptive or biassed by pohtical animus against 
Britain, or by the author’s anxiety for the prosperity of Indian 
industries Dr Parimal Bay chose this subject for research at 
the London School of Economics, and revised his thesis to form 
the present book He had the advice and assistance of Pro- 
fessor Sargent, Dr Vera Anstey and Dr Gilbert Slater , and the 
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result IS a careful study of the growth, and changes of the foreign 
trade of India during the past six decades, with a postscript on 
the effects of the currency crisis of 1931 The growing volume 
and altered composition of imports and exports are correlated 
with the internal economic development of the country, the 
improvement of ocean transport, and the vicissitudes of the 
currency 

The book is divided into three parts the first showing that 
foreign commerce entered on a new development in magmtude 
and kind from about 1870 , the second containing an analysis of 
the development of trade, showing that it falls into five well- 
defined periods, beginning respectively in 1870, 1900, 1914, 1919 
and 1923 , and the third discussing in four chapters the 
effects of currency changes on trade 

The historic commerce of India was the export of silk and 
fine cotton piece goods, spices, oils, and Oriental luxury goods 
The dram of specie from Europe needed to pay for a large part of 
these goods led to the East India Company adopting measures 
to make a market for English textile goods in India , but 
European goods were little in demand beyond the port towns 
till after 1860. From 1870 on, however, the development of 
the railway net in India, the opening of the Suez Canal, the 
extension of canal irrigation, and the reduced prices of European 
goods led to the arrival of ever-mcreasmg quantities Machinery 
too was coming more freely to India for its jute and cotton mills 
and miscellaneous factories In exports luxury goods dechned 
in relative importance with the growing demand for Indian 
wheat and nee and for cotton and many other raw materials 
Indian manufactures, especially jute cloth and cotton yarn, also 
became important exports German and other Continental 
goods were ousting Entish products during the period 1900-1914 , 
but since the War these have given way to Japanese, and later 
also to Chinese goods 

The third part of the book shows that on the whole the great 
fall of the price of silver and the later fluctuations of the exchange 
had less effect on trade than is generally supposed, and that the 
common belief in India that the country’s trade is at the mercy 
of British exchange policy is a misconception The author is 
fully competent m marshalhng his evidence, and has drawn 
freely for recent periods on reports of the Indian Tariff Board, 
and on statistics of production in competing countries He deals 
with numerous problems in the economic adjustments to chang- 
ing price and wage levels, exchange rates and tariff policy , and 
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With conclusions which appear generally to he sound, or at least 
to he reasonable hypotheses 

This survey of Indian foreign trade does not profess to be 
exhaustive The author hopes to follow it up with a companion 
volume which will attempt to fill in the picture with a fair 
amount of detail ” If this excuses some obvious omissions, it 
does not justify failure to mention the overland foreign trade 
and to indicate the special part played by Burma in that growth 
of foreign trade since 1870 which he is analysing From this book 
the reader might imagine that India has no foreign trade with 
the neighbouring countries of Asia. It would almost seem as if 
the author had not noticed that the official reports from which 
he quotes statistics relate to the Sea-borne Trade of India ” 
The overland trade is of quite different character and compara- 
tively small in value , but it should have had a few pages There 
IS no mention either of the special Annual Statement of Sea- 
borne Trade and Navigation of Burma ” which is pubhshed by 
the Government of Burma, contaimng a detailed account of the 
trade of Burma with India and foreign countries Much of the 
growth of demand for European goods in the period covered 
by the author arose in Burma rather than India, so also the 
great increase in the export of rice Geographical and racial 
differences are completely obscured by merely using grand totals 
for the Indian Empire It is to be hoped that these and similar 
defects will be remedied in the promised compamon volume 

H S Jbvons 

Indian Labour in Rangoon By E J L Andrew, Assistant 
Protector of Immigrants and Emigrants (retd ) , introduction 
by Professor H S Jevons (Oxford University Press 
X ^2 j PP 2 s;xxv 300 , graphs and map IO 5 6d net ) 

Burma, though part of the Indian administration, does httle 
for the Indian labour on which she depends, whereas Ceylon and 
Malaya do much Probably it plays a smaller part in her total 
economy than in theirs, so that she has not been driven to face 
the issues , nor is pressure brought to bear from India, because 
the labourers belong to the most abject classes Nearly one 
million of her 15 million people are Indians, but even the humbler 
of these are, like Burmans, m comparatively permanent employ, 
and during the dry half of the year, into which operations im- 
possible during the rains are concentrated, the labour force has 
to be supplemented from outside Hence 300,000 seasonal 
immigrants come from India every year, and their arrival renders 
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Rangoon the greatest immigrant port in the “world, outstripping 
New York in the last decade or two 

The system has been growing since the ’sixties, but not till 
1919 did the Government of Burma appoint a Protector of 
Immigrants, a plurahst high official whose actual work devolved 
on the author He had no staff but he formed a centre for 
observation, and this book is the result Hitherto the subject 
has been without a hterature, and the author writes in his private 
capacity, but he writes under official encouragement and his 
appendices include not only the Report of the Rangoon Riots 
Inqmry Committee, but also statistics (immigration, mortahty, 
diet, prices, family budgets and indebtedness) compiled with the 
aid of the departments concerned 

Two-thirds of the 300,000 seasonal immigrants remain in 
Rangoon, a city of barely 400,000, which they overflow, sleeping 
hterally in the roadway, so that in many a side-street traffic is 
impossible , but this is preferable to the conditions they create 
in overcrowded tenements, to the despair of samtary authorities , 
only 6 per cent are women, and the sex problem is acute They 
are imported by coohe bosses, men of their own race , they 
arrive m debt to the coolie boss, and when they leave six months 
later they are still in his debt The employer, especially the 
European employer, pays good wages, but they seldom reach the 
labourer, the coohe boss retaimng anything up to 50 per cent 
and the pay-roll sometimes including names which exist only on 
paper The labourers themselves are the chief obstacle , ilhterate, 
improvident, unorgamsed, they are unable to imagine any other 
conditions, nor do they respond to treatment Yet lack of 
supervision can have sensational consequences — in May 1930, 
Burmans, hitherto scornful of such tasks, were introduced to 
break a strike among Indian dock labourers, and when the 
strike was broken they were thrown aside, there was nobody 
responsible for keeping in touch with the situation , the Burmans 
proceeded to kill 110 starvehng Indians and wound 800 more, 
some of them women and children 

Great employers have made a beginmng, the Rangoon Port 
Commission dealmg direct with its labour, the Burma Oil Com- 
pany instituting welfare organisations But some general scheme 
IS needed, and the author points to Ceylon and Malaya, where 
employers have ehmmated intermediaries Thus, under the 
Malaya system, hcensed recruiters (ex-labourers of good character) 
carry prmted official information to the labourer’s home village 
in India, explain it in the presence of his literate caste-leaders. 
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and arrange for Lis free passage, and many other benefits 
proved to be practicable as the system developed The system 
pays for itself, from the difierence between what the employer 
would otherwise pay and the labourer actually receive, the 
difference which would go to intermediaries 

The White Paper proposes to separate Burma jErom India and 
transfer further power to Eurman politicians, some of whom take 
economic progress for granted but desire to expel the Indian on 
whom it so largely depends The proposed safeguards wiU pre- 
vent this But the sentiment might be used to facilitate measures 
which, while restricting the quantity of Indian immigration, 
would improve its quality 

G E Habvey 

The FonndaUons of Agricultural Economics 2nd Edition By 
J A Venit, LittD (Cambridge University Press 1933 
Pp xvii + 567 26s ) 

The first Edition of Br Venn’s book was reviewed in this 
JoTTBHAL by Mr Orwm m June 1924 Smce that time it has 
become so well known to all students of economics that a further 
introduction is unnecessary The new edition contams, however, 
a considerable body of new material Seven chapters have 
been added and a large part of the existing matter has been 
rewritten 

A new first chapter deals with the relationship of economic 
theory to agricultural practice To cover in twenty-seven pages 
the application of an immense body of theoretical thought to a 
field that embraces fully one-half of all human activity is a task 
that might deter the bravest Inevitably Dr Venn’s survey is 
at many points superficial and elementary He is concerned 
chiefly with the truths of the Law of Dimmishmg Returns as 
apphed to agricultural enterprise An economist would probably 
wish that Br Venn had been able to be rather more precise in his 
statements of the Law He envisages it in two aspects, that of 
dimmishmg returns in profits and that of dimmishmg returns m 
yields, and it is by no means easy to discover at any pomt which 
of these two aspects (the second familiar, the first unfamiliar) 
he has m mmd Nor is it always clear whether he is thmkmg of 
an mcreased use of all resources (mcludmg land), or of an increased 
application of other resources to a limited area of land The 
first problem becomes the problem of the optimum holding, the 
second the problem of Bmnmshing Returns as usually stated 
by theoretical economists 
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It IS perhaps to be regretted that Dr Venn has devoted so 
much space to this somewhat and discussion and thus felt himself 
precluded from a more detailed study of some of the more interest- 
mg fields m which economic theory has recently been concerned 
with the problems of agriculture The statistical mvestigations 
of Professor Schultz, Miss Cohen and others into elasticities of 
demand for agricultural products receive rather less detailed 
consideration than they deserve, and the wider problem of the 
relation of the stabilisation of individual agricultural prices to 
the stabilisation of all prices, and of production generally, receives 
no mention, important and debatable though it is But Dr Venn 
must not be blamed for failmg to achieve m brief space the 
unachievable 

The other substantial additions to the book are to be found 
in a chapter on crop estimatmg and f orecastmg (which is m large 
part reproduced from articles which have appeared in this 
Jottbnae), and m three new chapters, constituting Part II of the 
book, which give an account of British Agriculture durmg and 
after the Great War Two of these three chapters are concerned 
with the emergency problems of war-time, with the attempts to 
meet shortages by brmging additional land under the plough and 
the effects of this on average yields, and with the methods of 
price control made necessary by temporary scarcities In the 
last chapter Dr Venn brings his narrative down to the sugar-beet 
subsidy and the Ottawa agreements The new edition was 
completed early in 1933 and the full story of the Elliot agricultural 
policy falls outside its horizon One could wish that Dr Venn 
had postponed by a year his revision so that one might have 
enjoyed his comments on some of these more recent events 

E A G B 


The Agricultural Begister, 1933—4 (The Agricultural Economics 
Besearch Institute, Oxford 1934 Pp vii + 229 3^ 6d 

(post free 4^ ) ) 

This is exactly the book that the ordmary reader wants, in 
order that he may discover the mam outlmes of the very complex 
recent developments in agricultural policy Prepared by the 
research staff of the Institute under the directorship of Mr 
Orwm, it gives an admirably objective account of the various 
items in the new policy A brief mtroductory section of ten pages 
sets out the prmciples of the policy, and m the second section 
we proceed immediately to the particular This section deals 
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witli legislation as it affects agriculture The Agricultural 
Marketing Acts and the various bodies created under the Acts 
are described in some detail A complete list is given of the 
various statutory rules and orders made hitherto under the Acts 
In similar detail the rules and orders for agricultural products 
made under the Import Duties Act of 1932 and the Ottawa 
Agreements Act of the same year are set out Other Acts and 
Agreements are all in turn briefly summarised 

A third section deals with Administrative Action The 
purposes and functions of the various Reorganisation Commissions 
and Marketmg Boards are considered, and the different schemes 
and the prices fixed under them are fully described A fourth 
section is concerned with Prices and Supplies, first in general and 
then for particular commodities The mam sources of supply 
of each commodity are given, and the effects of Ottawa and other 
trade agreements and of duties or quotas are briefly indicated 
Three final sections are entitled respectively Agricultural 
Statistics, Employment, and Miscellanea The last section 
contains an exceptionally clear and unbiassed account of the 
tithe problem, includmg, as everywhere else in the book, precisely 
the statistical information that an intelligent reader would ask 
This little book admirably fulfils the objects of its producers 
to form a book of reference for those interested, whether 
agriculturists, students of economic and social policy, or those 
who will have to foot the bill ” Mr Orwin has promised in a fore- 
word that, if it proves that it fills a want, it shall become an 
annual It is to be hoped, therefore, that we may look forward 
to its regular appearance With this mtention Mr Orwin has 
mvited suggestions from readers for extending its usefulness 
Would it be too much to ask that he should give us a little more 
help in calculatmg the bill which we shall be asked to pay for the 
new agricultural policy ^ 


E A G R 



NOTES AND MEMORANDA 
Adam Smith and the Gdasgow Mehchants 

Quite recently there have been found the three pamphlets, 
mentioned below, which aJSord further light on this subject, and 
which may be of interest to students of Adam Smith In Rae^s 
L%fe of Adam Smith (pp 60, 61) it is recorded that Dugald 
Stewart quoted a Glasgow merchant — James Ritchie — as havmg 
said that Adam Smith, during his professorship in Glasgow, “ had 
made many of the leadmg men of the place convinced proselytes 
of free trade prmciples,” and Sir James Steuart agrees with this 
for the period foUowmg 1763 As to the leading merchants of 
the time m Glasgow, the late Dr David Murray has described 
the Club formed there for the discussion of matters relating to 
trade and which was founded prior to 174:3 ^ Adam Smith became 
a member on his commg to Glasgow m 1751 Murray indicates 
which of the leading business men were known to be members, 
and which probably belonged to this Club The tracts, which 
are detailed below, and which consist of Reports of the Glasgow 
Chamber of Commerce, show that in the interval between the 
date at which Sir James Steuart wrote and 1787 Adam Smith’s 
influence on the merchants of Glasgow had not only been main- 
tained, but had increased 

The Glasgow Chamber of Commerce and Manufactures was 
founded in 1783, being the first of existing Chambers to have 
been estabhshed It is known to have been very active in its 
early years, but until recently there was no record of any pub- 
lications by it at the beginmng of its history Lately three early 
Reports have been discovered and have been presented to the 
Chamber, where they will be available in its Library 

These are — 

(1) Report of a Committee of Directors of the Chamber of 
Commerce and Manufactures of Glasgow relative to the pro- 
posed alteration of the Corn-Law and Resolutions of a General 
MeeUng of the Chamber thereupon With an Appendix^ con- 
taining the Minutes of the Landed Proprietors ^ which gave 

^ D Murray, Early Burgh OrgamsaUon vn, Scotlandy Vol I, pp 446—459 

® These were the Landed Proprietors of Scotland Their meeting was held 
at Edinburgh, 4th August, 1786 
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occasion to the present Alarm Published by order of the 
Chamber Glasgow, 1787 

(2) Third Peport of a Committee of the Chamber of Com- 
merce and Manufactures in Glasgow, relative to the Corn- 
Laws. Glasgow, 1790 

(3) Report of the Committee of the Directors of the Chamber 
of Commerce and Manufactures of Glasgow on the Bill brought 
into the House of Commons for regulating the Imjportation and 
Exportation of Corn Glasgow, 1790 

It would seem that the order of the last two items is inverted, 
but this IS not so, as is shown by the following particulars, 
extracted from the minutes by Mr Cameron, the Secretary 
The Report of 1787, (1) above, was approved on January 2, 1787 
It was ordered to be printed, and the five hundred copies were 
to be distributed to members of the Chamber, members of Par- 
liament and other gentlemen concerned Another Report was 
prepared m 1790 That of 1787 was treated as the first report, 
and this was called the Second It was approved on March 15, 
1790, and ordered to be printed ^ No copy, as yet, has been 
noted Then came the Third Report, (2) above, approved and 
ordered to be printed on April 9, 1790 The other Report of 
1790, (3) above, was approved on November 2, 1790 

The Report of 1787 is the most mterestmg in several ways 
As to its provenance — ^it comes fi:om the Earl of Home’s Library, 
and quite possibly it has survived, not for its own sake, but 
through being bound with two other tracts — one being Certain 
Observations on a military mquiry Evidently the bound volume 
was thought to be of considerable interest at one period, for it 
IS marked ‘^Ld H ’s Koom ” The date, too, indicates a certain 
fitness of things The Directors of the Chamber of Commerce 
at Glasgow approved the Peport of their Committee on January 
2, 1787 It was in April of the same year that Adam Smith 
went to London, where he received the tribute from Pitt at 
Dundas’s house which has been recorded by Kay ^ Thus, while 
Adam Smith’s fame was being notably recogmsed in London, it 
was being confirmed amongst the Glasgow merchants by whom, 
it IS related, his economic views had been first accepted 

^ There is a MS note on the paper cover of the Third Report “ 2nd in Mr 
Colquhoun’s — 1 May, 1790,” which may mean that the original owner of this 
copy had left the Second Report with Mr Colqnhonn The latter m all prob- 
ability was Patrick Colquhoun, who, besides havmg been a Lord Provost of 
Glasgow and the fotmder of the Chamber of Commerce there, was author of 
A Treatise on the Population, Wealth, Power and Resources of the British Empire 
and many other books In 1790 he had removed from Glasgow to London 
^ Bae, Life of Adam Smith, p 405 
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The earhest of these Beports is concerned with principles 
the later ones (which survive) with their apphcations Like the 
corresponding part of The Wealth of Nations, this Report begins 
with a historical introduction It is remarkable for its emphasis 
on Tree Trade and, still more, therein going beyond Adam Smith 
himself, m the conviction that these principles would be adopted 
at a date which would not be remote Till that happy period 
shall arrive when the landed as well as the commercial men of 
the nation shall see their true interest in permitting the free 
importation and exportation of corn at all times,” ^ etc Again, 
the Directors pledged themselves, “ if a free importation and 
exportation of corn, at all times, cannot yet be obtained,’' to use 
all lawful means to oppose the alterations proposed and others of 
the same oppressive tendency ^ They lay down the following 
principles, which they claim, in spite of the diversity of expres- 
sion, represent the meamng of resolutions passed by the magis- 
trates and council of Glasgow, the Merchants House, the Trades 
House, the Master Manufacturers, the Incorporations and many 
other societies of Glasgow, the Magistrates and Council, the 
Master Manufacturers, the corporations and societies of Paisley, 
the Magistrates and Council and societies of Greenock, of Port 
Glasgow, of Saltcoats, of Hamilton, of Ehlmamock, the manu- 
facturers of Anderston and many others that 

a free importation and exportation of gram and meal 
are the surest means of encouraging manufactures and 
promoting the prosperity and power of the nation ” 

‘‘ These important ends have been retarded by the 
operation of the Corn-Laws restraimng importation and by 
bounties encouraging exportation of gram from a country 
which cannot supply its own inhabitants ” ^ 

These principles are stated, and to some extent apphed as 
against the landed proprietors m the Report of 1787 The others 
are concerned with matters of detail They are of importance 
in relation to the admimstration of the Corn Laws, and give 
some interesting glimpses of the state of agriculture in Scotland 
at the time 

W P. Scott 


Report, 1787, p 15 


2 Ih%d , p 28 


lUd , p 14 
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Reflections on the Consequences of the Stabilisation 
OF THE Franc on French Foreign Trade 

It has been contended by Mr Hawtrey^ that the French 
stahxhsation brought unexpected consequences, quite contrary 
to classical economics, that is to say, an increase of exports and 
a decrease of imports 

But the truth of this is a matter for discussion If values 
are considered, they must be values in a stable money The 
only way of getting that result, though a rough one, is to 
multiply monthly figures in fluctuating jBcancs by an appropriate 
coefficient, calculated accordmg to the average value of the 
dollar during the month If that is done, it appears that, taking 
1925 as 100, imports fell, as one would have expected, in 1926, 
and then increased, first slowly, and quickly from 1928 onwards 
The values of exports follow also the expected course from 1927 
onwards, but seem to favour Mr Hawtrey’s thesis in 1927 That 
might, however, be an illusion If, between 1925 and 1926, 
internal prices failed to increase as much as the gold value of 
the franc decreased (and it is a fact that they did so), the figure 
of 88 8 in 1926 is not at all rehable, and the whole movement 
1925 to 1927 ought to be studied m another way 

Hence changes in prices ought to be considered If that is 
done, Mr Hawtrey seems, at first, to be right The StaUsUque 
Oenerale de la France has estabhshed an index number of 
activity des 6changes mdependamment de la variation des 
prix ” That index, for exports, rises in 1927 and 1928, and then 
falls , for imports, it falls in 1927, and then rises The StaUsUque 
Oenerale de la France contends that this is a normal course, 
arguing that, when a crisis appears in a certain country surrounded 
by a prosperous world, it always brings an increase in exports 
and a decrease in imports But the French crisis was not an 
ordinary one, vdth falling prices , on the contrary, internal prices 
were rising, and, on the other hand, the world was not so pros- 
perous, being just in the midst of a mild depression of a short 
cycle Moreover, it looks extraordinary that the index for 
imports should have fallen, when the gold values of imports had 
increased and the world prices of those imports had decreased. 
It might be asked whether that index, estabhshed in a rather 
comphcated way, is not afiected by hidden causes of error If, 
in a very rough way, the total value of imports be divided by 

1 R G Hawtrey, The Art of Central Banking ^ Chapter I, p 18, 1 1, ‘‘People 
spent less on importable and exportable goods 
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an index number of world wholesale prices, a contrary result is 
obtained It is well known that such a quotient is no precise 
measure of volume/’ but its indication might be worth atten- 
tion, especially if it gives logical results 

If we try to work such an index number for exports and 



imports, everything looks much more usual The only dis- 
crepancy IS an increase in the volume of imports in 1926, but 
some conservative buying of materials, keeping their gold values, 
might well have been done at that time 

I naturally do not contend that these reflections are not a 
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little arbitrary, only that their truth deserves to be considered 
A careful study of detailed imports and exports in 1926 and 1927 
could decide which way the truth is to be found At a first 
view it seems that it is on Mr Haw trey’s line, tonnage having 
heavily varied in the direction favourable to his thesis, but it 
also appears that the exports of articles de luxe ” fell heavily 
and very fast, and peihaps that might change the picture enough 
to make our thesis prevail Anyway, there is here matter for 
discussion 

That IS still clearer if the French international trade is not 
taken by itself, but compared with world trade The q[uantum 
of World trade as given by the League of Nations, plotted on 
a chart woth our index of the volume of French exports and 
imports, show^s that French exports since 1926 have been largely 
deci easing relatively to the development of world trade, and that 
imports, on the contrary, have increased more than the total 
world trade The only disci epancy is the already examined case 
of increased imports in 1926 


Indices of French and World Trade 

(1925 = 100 ) 



1925 

1926 

1927 1 

1928 

1929 

World trad© (L of N ) 

Value 

Quantum 

Fronch trad© 

Tonnage{|^P-t^ 

100 

100 

100 

100 

100 

100 

10 b 2 
1242 
100 

100 

95 

103 

94 

88 8 

95 5 
107 

111 

134 

106 

104 

101 

112 

100 

99 

104 

125 

109 

146 

114 

103 

104 

115 

101 5 
93 

104 

135 

116 

148 

119 

102 

106 5 
121 

110 9 

90 7 
125 

131 

133 

146 

143 

97 


French Foreign Trade 



1925 

1926 

1927 1 

1928 

1929 

Values in francs, 1928 






Imports 

52 631 

49 321 

52 983 

53 426 

58 284 

Exports 

55 186 

49 021 

54 640 

51 375 

50 071 

Tonnage in metric tons 




Imports (monthly aveiage) 

3 953 

3 783 

4 103 

4 112 

4 955 

Exports (monthly average) 

2 532 

2 713 

3 167 

3 427 

3 326 

Volume of trad© 






Imports 

32 440 

34 435 

36 910 

38 689 

46 482 

Exports 

39 141 

40 695 

40 288 

39 894 

37 836 


^ Stabilisation “ d© facto ” of franc ® 1913 == 100 
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Hence, if French trade statistics are taken as reliable, it is 
possible to bring out of them, without mtroducing causes of error 
by intricated calculations, though perhaps mtroducing some in- 
accuracy by too rough a method, a confirmation of old economic 
theory Is that simple method rehable ^ And, in case of doubt, 
does the fact that it gives logical results add a sufficient weight, 
the probability to its rehabihty^ That is only a matter of 
opimon 

Philippe A Sohwob 

InsUtut Scientifique de Recherches 
J^conoimques et 8oc%ales 


The New Cehtbal Eahh Legislatiok m CAiirADA 

Ih keeping with the majority recommendation of the Hoyal 
Commission appointed to investigate the problem, the Canadian 
Government, on February 22, introduced into the House of 
Commons a Bill to estabhsh a central bank In general, the 
Bill followed the ‘‘ Suggestions ’’ m the appendix to the Com- 
mission’s Beport The main provisions of the Bill may be set 
out briefly 

1 The bank is to he privately owned, and the share- 
holders elect all the directors, who appoint the managing 
officers, subject to Government approval The first set of 
directors and officers, however, are to be appointed by the 
Government 

2 The bank is to keep a mmimum reserve of 25 per cent 
in gold (the Report had gold and foreign exchange), but may 
hold foreign exchange, etc , m addition 

3 The Government’s note issue is to be taken over by the 
bank, and any deficiency between the note-issue taken over 
and the assets against it is to be made up by the Govern- 
ment with three per cent bonds having maturities up to 
five years 

4 The bank is to hold the Government’s balance and 
manage the public debt, it may act as banker for the 
provmces 

5 The commercial banks are to hold with the central 
hank a minimum reserve deposit equal to at least five per 
cent of their total deposits m Canada 

6 The central bank is to have the right of note issue, and 
hegmmng m 1936 the note issue of the chartered banks is 
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to be gradually retired until by 1946 there will remain a 
note issue equal to 25 per cent of their paid-up capital 
No provision is made for the extinction of this residue 

7 The commercial banks’ gold holdings are to be taken 
over at the statutory price, thus giving to the central bank 
any potential profit, which must, however, if reahsed be 
turned over to the Government Provision is made for 
allowing the banks an adjustment on any gold held speci- 
fically against foreign busmess 

8 All existing borrowings (rediscounts) under the Finance 
Act are to be paid off the day the bank begins business 

9 Weekly returns of the conditions of the bank are to be 
made pubhc 

The Bill was sent to the House Committee on Banking and 
Commerce on March 9 

The Bank Act — that is, the general statute under which the 
commercial banks operate — ^was also before the Committee, and 
received more of the Committee’s time, owmg to an investigation 
which it undertook into some phases of commercial banking 
practice in recent years The Committee started on the Central 
Bank Bill about the middle of May, and fimshed with it on June 4 
No witnesses were heard, other than bankers on certain points, 
particularly the price to be paid for the commercial banks’ gold 

The changes made in the Bill m the committee were not 
numerous or in most cases sigmficant The mam changes were as 
follows 

1 The Department of Fmance was given the task of 
mitiatmg the bank, and its ofdcers are to act as directors 
until the shareholders have an election This change 
reheves the Mimstry from appointing the imtial directors 

2 The Deputy Minister of Finance is made an ex-ofiicio 
member of the Board of Directors, thus adopting one of 
the least desirable aspects of the U S Federal Deserve Act 

3 The reserve of the commercial banks may be m the form 
of a deposit with the central bank or in central bank 
notes — a change of considerable importance to the banks 

The bill received assent, and is now m force 

The Opposition — ^Liberals, farmers, and Labour — objected 
strenuously to private ownership and control, and many 
amendments were moved in the House and in Committee to have 
the Government appoint the directors — aU or some — ^but all 
such amendments were voted down Amendments to give the 
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Hence, if Prench trade statistics are taken as reliable, it is 
possible to bring out of them, without introducing causes of error 
by intncated calculations, though perhaps introducing some in- 
accuracy by too rough a method, a confirmation of old economic 
theory Is that simple method rehable ^ And, in case of doubt, 
does the fact that it gives logical results add a sufficient weight, 
the probability to its rehabihty^ That is only a matter of 
opinion 

Philippe A Schwob 

l7isUtut ScienUfique de BecTiercTies 
J&conomiques et Soaales 


The New Central Bank Leoislation in Canada 

In keeping with the majority recommendation of the Boyal 
Commission appomted to investigate the problem, the Canadian 
Government, on February 22, mtroduced into the House of 
Commons a Bill to estabhsh a central bank In general, the 
Bill followed the ^'Suggestions’’ in the appendix to the Com- 
mission’s Report The mam provisions of the Bill may be set 
out briefly . 

1 The bank is to be privately owned, and the share- 
holders elect all the directors, who appoint the managing 
officers, subject to Government approval The first set of 
directors and officers, however, are to be appomted by the 
Government 

2 The bank is to keep a minimum reserve of 25 per cent 
in gold (the Report had gold and foreign exchange), but may 
hold foreign exchange, etc , in addition 

3 The Government’s note issue is to be taken over by the 
bank, and any deficiency between the note-issue taken over 
and the assets against it is to be made up by the Govern- 
ment with three per cent, bonds having maturities up to 
five years 

4 The bank is to hold the Government’s balance and 
manage the pubhc debt, it may act as banker for the 
provmces 

5 The commercial banks are to hold with the central 
bank a mimmum reserve deposit equal to at least five per 
cent of their total deposits m Canada 

6 The central bank is to have the right of note issue, and 
beginning in 1936 the note issue of the chartered banks is 
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to be gradually retired until by 1946 there will remain a 
note issue equal to 25 per cent of their paid-up capital 
'No provision is made for the extinction of this residue 

7 The commercial banks’ gold holdings are to be taken 
over at the statutory price, thus giving to the central banlc 
any potential profit, which must, however, if realised be 
turned over to the Government Provision is made for 
allowing the banks an adjustment on any gold held speci- 
fically agamst foreign business 

8 All existing borrowings (rediscounts) under the Finance 
Act are to be paid off the day the bank begins business 

9 Weekly returns of the conditions of the bank are to be 
made pubhc 

The Bill was sent to the House Committee on Banking and 
Commerce on March 9 

The Bank Act — that is, the general statute under which the 
commercial banks operate — ^was also before the Committee, and 
received more of the Committee’s time, owing to an investigation 
which it undertook into some phases of commercial banking 
practice in recent years The Committee started on the Central 
Bank Bill about the middle of May, and finished with it on June 4 
No witnesses were heard, other than bankers on certain points, 
particularly the price to be paid for the commercial banks’ gold 

The changes made in the Bill in the committee were not 
numerous or m most cases sigmficant The mam changes were as 
follows 

1 The Department of Finance was given the task of 
imtiating the bank, and its officers are to act as directors 
until the shareholders have an election This change 
reheves the Mimstry from appointing the imtial directors 

2 The Deputy Mimster of Finance is made an ex-officio 
member of the Board of Directors, thus adopting one of 
the least desirable aspects of the XJ S Federal Beserve Act 

3 The reserve of the commercial banks may be m the form 
of a deposit with the central bank or m central bank 
notes — a change of considerable importance to the banks 

The biH received assent, and is now m force 

The Opposition — ^Liberals, farmers, and Labour — objected 
strenuously to private ownership and control, and many 
amendments were moved m the House and in Committee to have 
the Government appoint the directors — all or some — ^but all 
such amendments were voted down Amendments to give the 
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central bank some control over tbe amount of commercial banks’ 
reserves with it were also rejected In general, the Government 
adhered to the general hnes of its original Bill 

It is somewhat surprising, in view of the general trend, that 
private ownership and control of the bank was maintained so 
firmly by the Government, but m view of the strenuous objection 
of the Opposition it is possible that this matter is not yet finally 
settled The Government is now concerned with getting the 
machinery in operation and with selecting the personnel It is 
generally regarded as probable that one of the managing officers, 
for a while at least, will be from outside Canada However, the 
bill has aroused nationahstic sentiment — one amendment was 
moved to have only Canadian residents as officers — and the 
tenure of such an appointee will doubtless be no longer than is 
strictly necessary The bank should be ready to begin operations 
early in the new year 

C A CXJRTIS 

QmerCs University^ Kingston 


The Bank eor Inteenationae Settlements 

Fomth Annual Report (1933-34), Basle, 1934 

This Repoit, which covers much interestmg ground, is 
now the leading authority for certain statistics, not easily 
obtainable, relatmg to gold and exchanges It is particularly 
useful because it goes beyond the pubhshed statistics and ventures 
on certain estimates and opimons which can only be based on in- 
formation not generally available Whilst the Central Banks on 
the Board of the BIS cannot be presumed to take any responsi- 
bihty for the facts and estimates in the Report, it is reasonable to 
suppose that the Report wiR not contain any statement which the 
representatives of the Central Banks know to be wide of the mark 
The following pieces of information may be picked out from this 
year’s volume as bemg of special interest All the quantities are 
given in milhons of Swiss gold francs, and the reader may be 
reminded for convenience of calculation that at the present time 
there are approximately 15| Swiss gold francs to the £ sterhng 
The gold production of 1933 is estimated at 2,648 milhon 
Swiss francs, the gold from India and Chma at 814 milhons and 
the absorption of gold by the arts at 120 miUions, leaving a total 
of 3,342 millions, or, after making certam adjustments, at least 
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3,240 million Swiss francs of new gold available during the year 
for currency reserves and hoards The gold reserves of XJ S A 
fell by 172 millions, whilst those of 49 other countries increased 
by 400 milhons, leaving a net increase of 228 milhons in the gold 
holdings of Central Banks and Governments This indicates 
that an aggregate of a httle more than 3,000 miUion Swiss francs, 
or (say) £200,000,000, was added to hoards during the year 
The Report points out that this does not take accoimt of any in- 
creased gold holding of the British Exchange Equahsation Account, 
but it imphes that the picture would be left substantially un- 
ajffected if allowance were made for this factor The disap- 
pearance of gold to the value of 3,000 miUion Swiss francs into 
hoards durmg 1933 compares with an estimate of 500 milhons for 

1932 As a result of various inquiries the BIS conclude that at 
the beginning of 1934 the aggregate of gold in private hands 
amounted to at least 7,000 milhon Swiss francs, or more than 2^ 
times the value of the current annual gold production It ap- 
pears that a considerable proportion of this sum was held in 
England by foreigners The following interesting passage is 
worth quoting in full 

** During the 15 months’ period up to the end of March 1934 the net 
imports of gold to Great Britam were, accordmg to customs statistics, equal 
to about 4,500 million Swiss francs, while the mcrease m the holdings of the 
Bank of England was only about 1,750 million Swiss francs, the difference 
may to some mmor extent represent an mcrease in the holdmgs of the 
Exchange Equalisation Account, but by far the larger portion appears to 
have gone into private hoards Indeed, out of 7,000 million Swiss francs, 
at which the total amount of gold hoarded has been estimated, it would 
appear that perhaps one third was held in England by persons who, as a 
rule, were non residents ” 

In the event of a substantial proportion of this gold coming 
out of hoards, one wonders where so great a quantity would find 
a home Apart from sales of gold by the East and possible 
reductions in European hoards, the annual output of gold has risen 
steadily from 1,905 million Swiss francs in 1923 to 2,648 milhon in 

1933 There is to-day such great activity in the gold-mimng 
world that this figure may be appreciably higher in three or four 
years’ time If one then translates the quantities of the metal 
thus available into dollars or sterhng at their present devalued 
levels in terms of gold, a colossal aggregate is reached It would 
certamly seem that the days are over when economists could 
complain of the shortage of gold relatively to the currency de- 
mands for it 

The next section of the Report deals with the volume of 
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international short-term indebtedness A revised estimate of 
the habihties of European countries and the Umted States to 
foreigners, in the shape of financial credits and deposits with 
Banks and similar mstitutions and also of ordinary commercial 
lendmg, gives the foUowmg totals 


At the end of 1930 

„ 1931 

„ » 1932 

„ „ 1933 


70.000 milhon Swiss francs 

46.000 

39.000 

32.000 


Thus the hquidation of international short-term indebtedness, 
which has characterised and has partly caused the slump, has 
reduced the aggregate by more than one half Of the 32,000 
milli on Swiss francs outstanding at the end of 1933, the BIS 
estimate that about 11,500 miUion is blocked through currency 
regulations, standstill agreements and similar measures The 
Report summarises the changes which took place in 1933 as 
follows 


During 1933 London was th.e only market m whicli balances and other 
short-term assets held by foreigners mcrOased to any appreciable extent 
(although there were certain mcreases m other countries of the sterlmg 
area), whereas m other centres the movements towards liquidation of 
foreign short-term liabilities contmued with undiminished strength For the 
London market the mcrease was partly due to the larger holdings of sterlmg 
exchange m the reserves of the note issumg institutions withm the sterlmg 
area As primary or secondary cover South Africa, Australia, India and 
Egypt and the four Scandmavian countries held foreign exchange the 
equivalent of approximately £100/110 million at the end of the years 1929 
and 1930, but by the end of 1931 their holdmg had been reduced to £60 
million (of which about one-half belonged to India) , at the end of 1932 the 
total had grown to £75 milhon and by the end of 1933 to £120 million — an 
aggregate amount which, expressed m sterlmg, was larger than that before 
the depression 

Calculated m sterlmg total foreign short term funds held m the London 
market now appear to be m the neighbourhood of the 1930 level, if calcu- 
lated on a gold basis these habihties would be somewhat less than two- 
thirds of the 1930 figure 

In the Umted States the volume of short-term foreign indebtedness was 
reduced by about 2,000 million Swiss francs durmg the year, at the end of 
1933 the total liability was, m dollars, only one fifth to on© sixth of what it 
was m 1930 Of the “ gold bloc ” countries, France, Holland and Switzer- 
land were subject to heavy withdrawals at different periods durmg the year, 
but it would appear that, on balance, the amount which left these three 
markets was less than 1,500 milhon Swiss francs Among the debtor 
countries, the short term habihties of Germany decreased m 1933 by about 
3,000 million Swiss francs (partly as a result of currency depreciation), and 
are now appreciably less than one-half of what they were m 1930 Austrian 
statistics reveal a reduction of about 700 milhon Swiss francs, of which 400 
m i l l i ons are attributable to consolidation under the arrangement regardmg 
the Credit-Anstalt , 200 millions were repaid from the proceeds of the Inter- 
national Loan of 1933, and a further accountmg reduction is due to the 
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doUar depreciation In fact the country’s short-term foreign mdebtedness 
has been reduced to so small a figure that it was possible to free the foreign 
exchange market completely from the regulations which have been m 
force smce October 1931 In other countries of Central and South-Eastern 
Europe^ some progress has also been made towards a clearmg up of frozen 
positions m Hungary, the short-term mdebtedness was reduced by some 
repayment and the consolidation of the remamder of the credits extended 
by this institution and several Central Banks durmg 1931 , mcreased uses 
there for blocked balances, especially for additional exports, appear to have 
permitted the liquidation of current charges so that the blocked position 
has not augmented An important reduction has been made m the foreign 
short-term commitments of the TJ S S H , which are reported to have declmed 
by nearly one-half m 1933 An improved balance on short-term account is 
further reported from Fmland, Greece and Portugal Kot only m Europe 
but also m other parts of the world this slow movement of liquidation has 
been gomg on Especially remarkable have been the agreements for the 
defreezmg of external short-term debts by the Argentme and Brazil, 

On the whole these often mconspicuous but distmctly favourable results 
have been achieved by the efibrts of the debtor countries working at their 
own problems , it is only m exceptional cases (e g Austria and the Argentme) 
that new loans and credit arrangements have contributed As, however, 
the improvement which has been takmg place m the position of many 
countries normally m need of foreign capital contmues, the way may be 
opened to a gradual renewal of mtemational lending, which would agam 
promote trade and facilitate agreements with regard to the settlement of 
outstanding financial commitments 

It iias seemed wortli while to quote the above passage at 
length smce it describes a remarkable degree of hquidation gomg 
on behmd the scenes, which must represent an important measure 
of progress towards normal conditions 

One other feature of the year deserves mention The tendency 
already in existence for Central Banks to abandon the piactice of 
holdmg their reserves m the form of foreign exchange made 
further progress, bemg the counterpart of the reduction of inter- 
national short-term indebtedness described above The Bank of 
France reduced its foreign exchange holding durmg 1933 from 
4,200 miUion francs to less than 1,000 milhon In Italy there 
was a reduction from 1,300 miUion hre to 300 mdhon In 
Holland the sterhng holdmg of the Nederlandsche Bank finally 
disappeared durmg the summer In Czechoslovakia the whole of 
the primary reserve was converted into gold m February 1934 
The National Bank of Austria converted the whole of its cover 
exchange into gold m December 1933 The foreign devisen held 
by the Reichsbank fell durmg the year from Rm 115 milhon to 
Rm 9 miUion Only in the sterhng area was there a movement 
in the opposite direction, the British Dommions and India, and 
Sweden and Finland mcreasing their holdings of foreign exchange, 
particularly of sterhng Thus the dechne in the use of foreign 
exchange reserves by Central Banks was an important factor in 
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the absorption of the new snpphes of gold This, however, is a 
phenomenon which cannot recur unless the same tendency 
spreads to the sterlmg area 

The Staff of the Bank for International Settlements are 
much to be congratulated on the high mterest of their Report 
It IS to be hoped that they will persevere m the regular 
collection and even extension of these vitally important statistics, 
which it IS so difficult for the outsider to obtain in any rehable or 
comprehensive form 

J M Keynes 


Ofpiciae Papebs 

Commercial Banlcs, 1925—1933 League of Nations (London 
Allen and Unwin Pp 336 lOa ) 

The Economic Intelhgence Service of the League of Nations 
has just published a new Memorandum on Commercial Banks,” 
containing a summary of the recent banking history and informa- 
tion on the financial evolution of some forty countries The 
book deals with the period of prosperity from 1925 to 1929 and 
with the period of depression from 1930 to 1933 The banking 
statistics given have been adapted to a common balance sheet 
form to facilitate international comparisons 

An introduction gives an account of the general tendencies 
and a bird’s-eye view of recent banking experience in the world 
as a whole In the commercial banks of the forty countries 
covered by the study, the increase in deposits during the boom ” 
period and the decrease durmg the depression are measured 
Apart from the decrease m deposits, a falhng-off in the efficiency 
with which existing bank credits were used is shown by figures for 
the velocity of circulation of bank deposits A large part of the 
credit expansion during the boom period in the Umted States 
took the form of loans on security collateral — a type of expansion 
that represented the offsetting of a short-term claim by a long- 
term asset The subsequent break-down of the security market 
in the Umted States is partly explained by the forced sale of 
securities by the banks m order to meet sudden withdrawals of 
deposits Statistics are given showmg the increasing tendency in 
certain Central European countries durmg the reconstruction 
period (following the legal stabihsation of currencies) for 
individuals to place savings on deposit with banks mstead of 
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investing them directly, the banks frequently made long-term 
advances vuth these funds and with those raised through their 
foreign shoit-term borrowings 

In the first stage of the depression — ^until the financial crisis 
of 1931 — it IS shown that there was an almost universal tendency 
for bank credit to become frozen The financial crisis itself is 
then traced m detail and the repercussions of the Creditanstalt 
collapse in May 1931 on the banking position in most important 
countries (creditor as well as debtor) are outlined Details are 
given of the most important standstill agreements and figures are 
quoted to show the extent to which the foreign short-term 
indebtedness of certain countries has been reduced since 1930 

The secondary consequences of the financial crisis in the form 
of a general search for liquidity on the part of banks are dealt 
with, as well as the increase in cash ratios, larger holdings of 
Government securities, and a very heavy contraction of ordinary 
commercial credits Deposit figures given for 1933 suggest that 
in the course of last year the contraction tended to subside in 
many countries and m certain cases there was even an expansion 
in bank credit 

In addition to examimng the recent tendency of commercial 
bank profits, the introduction deals with money rates during the 
depression and the recent cheap money pohcy of various countries , 
the extent to which official and market rates of discount have been 
lowered in different parts of the world , the relationship of these 
reductions to the long-term yield on capital, and the rates charged 
by banks on loans to customers are also considered 

The last section of the introduction is devoted to an examination 
of the mtervention of states in the field of commercial bankmg in 
recent years Details are given of the direct financial assistance 
granted by Governments to banks to avert collapse or to aid in 
their reorganisation , of the new legislation to which commercial 
banks in different countries have been subjected , and, finally, on 
the recent growth of central banking in South America and the 
British Domimons 

The mam part of the book is devoted to the examination of the 
bankmg situation of some forty countries The most complete 
are those dealing with the United States of America and Germany 
Among the subjects dealt with in the chapter on the Umted 
States are the structure of the American banking system , the 
increasing extent to which the banks provided for the long-term 
capital requirements of industry during the boom period, the 
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sharp contraction of credit dnrmg the financial crisis of 1931—32 , 
the growth of currency hoarding and bank failures , the activities 
of the Reconstruction Finance Corporation , the banking crisis of 
February-March 1933, and the reopening of the banks, the sub- 
sequent return of currency from circulation, the open-market 
operations of the Federal Reserve and the accumulation of large 
surplus cash reserves by the commercial banks 

Amongst other subjects, the chapter on Germany deals with 
the foreign short-term borrowings of the banks and with the 
participation of the State in the reorgamsation of the big Berhn 
banks and certam provmcial institutions 

The special problems which have affected banking evolution 
m other countries jfiom 1925 to 1933 are set out m individual 
chapters. 

The Memorandum on Commercial Banks ” is an extremely 
useful document to all interested in bankmg and international 
financial questions {Commumcated ) 

InternaUoTial Trade Statistics 

The International Bureau of Commercial Statistics of Brussels 
has recently issued its tenth annual summary of the trade 
statistics of twenty different countries This work, which was 
begun as a result of an international convention, was first published 
in 1922 Its aim is to co-ordmate the many trade statistics 
pubhshed by various governments on a umform plan so that they 
may be readily compared 

Articles entermg into international exchange are classified (m 
French) m five categories and an exhaustive dictionary and mdex 
to them IS provided m French, Enghsh, German and Dutch 

The statistics themselves are tabulated in four groups in which 
the distribution of imports and exports are shown under the name 
of the importing and exporting countries and under the name of 
the articles themselves, while a general summary is provided 
indicating the relative importance of different countries assessed 
according to the amount of their international trade Values are 
shown in the currencies of each country and are in addition con- 
verted in each case to a common gold standard 

H M Stationery Office has a few copies of this work of reference 
surplus to the requirements of the Pubho Service, which have 
therefore been placed on sale at Adrastral House, Eangsway, 
London, W C 2, at the price of 5s net Post free, 5s 9d 

{Communicated ) 
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The following have compounded for life membership of the 
Society . — 

Bhattacharyya, A Kanta De Michelis, Prof G 
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Pbofbssob Lobia writes as follows 

I record with great regret the death on May 2 at the age of 44 
of Professor Vincenzo Porn, of the Superior Institute of Com- 
mercial Studies in Turin An able writer, well versed in the 
economic hterature of many countries and especially competent 
on questions of money and banking, he added to knowledge not 
only by numerous articles m economic journals but by the 
publication of the followang works 
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1 Lo sviluppo delle imprese assicuratrici m Italia nei rami 
elementari Torino, 1928 

2 Corso di politica ecouomica intemazionale Torino, 1930 

3 Prmcipii di scienza economica, Vol I Torino, 1932 

4 L’evoluzione economica italiana nelF ultimo ciuquantennio 
Roma, 1926 

5 L’equilibrio economico nel Veneto alia vigilia della 
guerra Roma, 1921 

6 Cinque anm di crisi nel Veneto, 1914-18 Roma, 1922 

These important books led to high hopes for his scientific 
future, unhappily brought to an end by his premature death 
But he leaves in the mmds of his friends and colleagues a lasting 
impression of admiration and regret. 
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Journal of the Hoyal StaUsUcal Society 

Pabt II, 1934 The Economist Index of Business Activity G 
Gbowtheb Exchange Stabihty versus Internal Price Stability 
J H Jones Wholesale Prices in 1933 

Economica. 

May, 1934 Twelve Months of American Dollar Policy T E Gbegoby 

The “ Theory of Unemployment ” of Professor A C Pigou R G 
Hawtbey The Economic Aspects of Copyright in BooJcs A 
Plant A Beconsideration of the Theory of Value Part II 
Bi G.B. AxXiEN The Movement of Labour into South-East England^ 
1920--32 B Thomas A Note on BanJcing Policy and the Income- 

Velocity of Circulation of Money J 0 Gilbebt 

International Labour Beview 

May, 1934 nationalisation and the Employment and Wages of Women 
in Germany J Gbuneeld Workers’ Education in Great Britain 
J H l^iCHOLSON The International Begulation of Hours of Work 
on Railways Overtime and the Economic Depression 

International Labour Review 

June, 1934 The Reduction of the Working Week in Germany The 
Economic Depression and Public Health P Lopes The Codes 
of Fair Competition and Women’s Wages in the United States The 
Results of the Netherlands Labour Disputes Act from 1924 to 1934 
J G SCHXINGEMANN 

The Manchester School 

VoL V, No 1 The American Experiment T E Gbegoby The 
Relevance of Political Economy G W Daniels American Raw- 
Cotton Policy H Campion An Aspect of the Problem of Unem- 
ployment J Staepobd 

Sociological Review 

July, 1934 Economic Science and Contemporary Economic Policy 
G C Allen Migration and Cheap Land H Heaton The 
Psychological Analysis of War H Golbhameb The Sociological 
Interpretation of Political Ideas Webneb Ealb Divorce in 
England and Wales D V Glass 

Eugenics Review 

July, 1934 Eugenic Influences in Economics Sib Josiah Stamp 
Complex Determinants of Amentia L S Penbose Modern 
Views of Human Mind Disorders R J A Bebby 
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The HuTTian Factor 

jBEy—AiJOUST, 1934 Tests for 31 otor JDrzvers G H Mxles and I) ]F 
ViNCEHT The Human Factor in Accidents 0 S Myebs The 
Selection of Colour Workers W O’D Piebce 

Economic Record 

June, 1934 Australian Policy in the Depression B G Hawtbey 
Federation and Western Australia E L Piesse The Historical 
RSle of Trade Unionism G V Pobtus Some Aspects of Depres- 
sion Psychology in New Zealand T A Hxjnteb Protection 
and the Price Level in Australia C H P Giffobd Railway 
Transportation in New Zealand H Vaeentibe 

South African Journal of Economics 

JxjBE, 1934 The Future of Gold in Relation to Demand E CANNAisr 
Business Cycles in South Africa, C G W Schumakk 

Witwatersrand NLining Policy the Dominant Factors J M M 
Ewing Government and Economic Control E Whitt akeb 
Report of the Commission on Agricultural Co-operation T H 
Keeey 


Quarterly Journal of Economics 

May, 1934 The Periodogram of American Business Activity E B 
Wilson A British Experiment in the Control of Competition the 
Coal Mines Act of 1930 A E Lucas Doctrines of Imperfect 
Competition R F Habbob British and American Exchange 
Policies the British Experience S E Habbis Some Reflections 
on The Nature and Significance of Economics ” T Pabsons 
Empirical Tests for Price Theories Fisher, Foster and Catchings, 
Keynes R M Walsh 

Review of Economic Statistics 

Apbil, 1934 General Economic Conditions in the United States 
(Editorial ) Inflationary Aspects of Recent Banking Development 
(Editorial ) British and French Economic Conditions (Com- 
municated ) A Year of Banking and Monetary Policy S E 

Habbis Wheat, Wheat Policies, and the Depression 

- American Economic Review 

June, 1934 Gn the Structure and Inertia of Prices C Snybeb 
Currency Inflation W E Spaeb Economic Science in Recent 
Discussion F H Knight Output of Work and Economic Well- 
being E W Zlmmebmann Forecasts of General Price Level E 
Gbaue Currency of Canada J Eolladay 

Journal of Political Economy 

June, 1934 Some Considerations on Unemployment Insurance in the 
Light of German Experience O Nathan National Social 
Insurance in France W Ouaub Bases of State Taxation of 
Domestic Stock Insurance Companies K M Williamson 
Egypt's Balance of Trade C Bbesciani-Tubboni The French 
Solution for the Railway Problem H E Dougall 
N o 175 — ^YOL XLIV mm 
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Annals of the American Academy of Political and Social Science 

May, 1934 The Ultimate Consumer , a Study in Economic Illiteracy 
A consideration of consumers as a special mterest group, with 
particular reference to standards, prices, and the actual and poten- 
tial means of consumer protection Edited by J G- Bratn-erd 

Annals of the American Academy of Political and Social Science 

July, 1934 The World Trend toward Nationalism Different aspects 
of the problem treated by various authors 

Wheat Studies (Stanford, California). 

May, 1934 World Wheat Survey and Outlook Up to the date of this 
survey developments in the world wheat situation had not been 
encouragmg for early emergence from surplus conditions World 
wheat stocks on April 1st were no more than 35,000,000 bushels 
below last year’s peak The recent drought through most of the 
Northern Hemisphere has probably changed matters 

Rivue d^ Economic Politique 

March, 1934 La theorie de V inter d^apres Irving Fisher A 
Landry La ddvaluation de la couronne tchicoslovaque A Basch. 
Qvdlques nouvelles observations statistiques sur le chdmage H. 
Guitton La crise viticole en Champagne G Feyret 

JourTial des Economistes 

April, 1934 Vers Viquihhre par les economies E Pa yen Cor-- 

poratisme et Politique F Gaucherand 

May, 1934 Vers la rdforme fiscal E Payen ^Industrie auto- 
mobile R J Pierre 

June, 1934 La Rdforme fiscale E Payen Espagne et Portugal^ 
R J Pierre 


Bdvue de LPnstitut de Sociologie 

April, 1934 VIdde d' Association dans la Doctrine coloniale de la 
France R Maunier Le Rdle social de VEcriture et V Evolution 
europdenne E Hajnal La Mdthodologie des Activites pratiques 
et V Etude des faits sociaux G Hostelet 

Schmollers Jahrbuch 

April, 1934 Die Stufenfolge der Menschheitsgeschichte als Ausleseier- 
scheinung K Bbeysig Der V olkswirtschaftsbegriff als Illusion 
des Liberahsmus K Pintsohovius Der australische Versuch 
autoritater Lohnpolitih W Neulig Die Bevolkerungsentwich- 
lung in Westpreussen und Posen, und die deutsche Abwanderung^ 
P H Geraphim 


W eltwirtschaftliches Archiv 

May, 1934 Moghchheiten der Umorientierung des jugoslawisches 
Aussenhandels O von Fbanges Die Entwichlung des Aussen- 
handels der Niederlande nach dem Kriege W L Valk Die 
Erfuhlung des russischen Funfjahrplanes W Leontief It is. 
argued that owmg to the absence of a planned balance-sheet, to 
super-mdustrialisation, and overstramed collectivisation, the 
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result IS contrary to tlie plan Tlie industrial programme has 
been fulfilled to about two-thirds Various industries are described 
in detail The fibtiancmg of the plan has been carried through at 
the cost of the standard of hving Interventionen am GeldmarJct als 
MtUelstaathcher KonjunkturpolitiJc G Schmolbebs On the 
basis of American experience, it is discussed how far an open- 
market policy can in other countries be used as an independent 
instrument of regulation It is argued that this policy of the 
Federal Reserve Board owed it temporary success to some special 
conditions, especially to its relation to a thorough control of the 
Banks The policy is rather an auxihary than an mdependent 
mstrument 

July, 1934 Allgememe Grundlagen des KomhinaUons problems R 
KEBSCiBAGii Die Politik der mengenmassigen Einfuhrregulierung 
K Haebeb Die Volkwirtschaftliche Bedeutung der Neuschaffung 
deutschen Bauerntums H -J Sebaphim Die allgemeinen Lehren 
des Faschismus und die korporatwe Witschaft L Gangemi 
Unternehmungsertrag und Zins als Faktoren des Aktienmarkts O 
Donbeb Der Weltluftverkehr im Jahre 1932-3 H Pollog 

Zeitschrift fur Nationalokonomie 

June, 1934 Der Einfluss der Kaufkraftregulierung auf den Conjunk- 
turverlauf J Tinbebgen Distmction is made between exterior 
forces causing disequihbrium and a mechamsm propagating it 
Four schemes, involving different assumptions with regard to the 
length of the production period and influences of wage changes, 
etc on profits, are considered A mathematical treatment shows 
what movements occur when no regulation at all or when stabilisa- 
tion of the amount of purchasmg power spent in the consumables 
market is adopted Kapital und Kapitalismus Fbeibbich; 
Walteb a non-capitalistic economy does not exist There are 
only epochs of different economic liberty Schutzzolle bei unvolU 
kommener Konkurrenz G Lovasy Under conditions of im- 
perfect competition average costs will be falhng at the margm 
It will therefore be possible by protection to secure internal and 
external economies, and a reduction of price Bemerkungen zur 
Wertaspekt der moderner V erteilungstheorie K Stephans Preise 
und Produlction J Akebman 

Jahrhucher fur N ationalokonomie und Statistik 

July, 1934 Peine und PolitiscTie’^ Wissenschaft in der Lehre 
von der StaatswirtscJiaft W Fleugels Conjunkturbeeinfiussung 
durch die Notenbank R Stucken Deutsche Industriepolitik, 
1933 G Mackenboth 

Vierteljahrschrift fur Sozial- und Wirtschaftsgeschichte 

Beihept 30 Die W eliuirtscJiaftskrisis von 1857—1859 H Rosen- 
BEBG (210 pp ) 

De Economist 

Febbuaby, 1934 Nieuwe toekomstmogelijkheden voor Potter dam 
W F. Lichtenhaueb Discusses the future prospects of Rotter- 
dam Lookmg back, a new era opened in 1880, with the pros- 
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perity of Germany With the war and its consequences, the 
German hinterland has been lost Rotterdam was essentially a 
city of transit trade A contrast is drawn with Antwerp, Hamburg 
and Amsterdam These had priority in time , also they relied in 
part on an industrial field In the case of Rotterdam there has 
been a one-sided orientation with regard to Germany To-day, 
with economic nationalism, new sources of supply have arisen, 
and old demands have fallen off In discussing future prospects, 
the interests of Rotterdam must fall withm those of HoUand 
Results must be obtained through co-operation with the Govern- 
ment There must be harmony between Rotterdam and The 
Hague Possible future re-orientations of trade are discussed 
De mtvoertng van het vijfjarenplan volgens de officieele berichtgeving 
B Bbtjtzktjs The writer comments on the absence of rehable 
information regardmg the execution of the Pive-Years Plan, in 
part due to the fact that the best of the impartial economists are 
m prison as dangerous The official report awakes feehngs of 
disappointment There are stnkmg omissions (money, cost of 
production, prices), but it is assumed that throughout the period 
a rouble was a rouble In fact, money doubled m amount during 
the period In the case of buildmg it is argued that the cost is 
twice what had been planned The large number of buildmgs 
uncompleted is significant In one field, that of heavy mdustries, 
execution did not fall behmd the plan, but it may be doubted 
whether this development was healthy The general development 
has in consequence lost balance and harmony In the case of 
mdustrial development, the rearrangement of the classification of 
industries has made comparison between achievement and plan 
impossible Examination of figures relatmg to rate of progress 
shows that economic life is saturated with factories of which it is 
not possible to make a good use In considering the 110 per cent 
increase it is also necessary to bear m mmd the question of quahty 
Bad quahty is not the exception but the rule The greatest 
increase is m capital goods Other branches of economic hfe 
(agriculture, wages, etc ) are dealt with more briefly 

Mabch, 1934 De waarde als centraal begrip %n de econorme en de conse- 
quenties van Yon BoJim-JBawerJds Ag%otheor%es J Mol The idea 
of value (despite Cassel and Spann) is the central conception m 
Pohtical Economy, from which all other conceptions are to be 
constructed There are two elements m value, viz the human 
needs and the goods for their satisfaction Production is the con- 
scious action of man directed to circumscribmg a deficiency of well- 
being by mcreasmg utihties Fundamentally man is the only 
producing force Wages is the price of the product of labour, 
the demand is not for labour, but for the products of labour 
The writer discusses whether Bohm-Bawerk’s agio -theory is ten- 
able The distinction between present and future goods is not 
happy , all goods are present goods Value always relates to an 
estimation of needs and goods at the moment To arrive at the 
idea of an agio, there are two kmds of needs, viz care for the present 
and foresight for the future Foresight for the future is always 
less urgent than care for the present This is a psychological and 
physiological necessity Everyone provides first of all for to-day, 
and then for the future. The three grounds for interest given by 
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Bohm-Bawerk are rather by-products and consequences of this 
principle In particular the third ground given by Bohm-Bawerk 
has httle significance Interest would occur without capital 
organisation, and machines in themselves would not produce 
interest The concept of Capital also arises out of the concept of 
value Capital is defined as the “ value attributed to goods on 
the ground of our foresight for the future ’’ There is a lengthy 
discussion of Capital and of Bohm-Bawerk’s views, particularly 
relating to the third ground for interest 
April, 1934 De SuiJcercoTisum^tie A Booseboom An elaborate 
discussion of the various factors which determme the consumption 
of sugar The article discusses the consumption per head in 
different countries (in particular the Dutch Indies), the question 
of the elasticity of demand, etc GroothaTbdelsprijzen, Metnhandels- 
prtjzen en Jcosten van levensonderhoud C KoOL Comparison 
between different countries in the matter of wholesale prices, retail 
prices, etc is rendered difficult because of the absence of a umform 
basis of statistics, both with regard to the basic year and the 
method of composition Wholesale prices are least comparable 
Twenty-two countries are taken and variations in recent years in 
the course of the wholesale price level, the retail price level and the 
cost of livmg figure are illustrated and discussed 

Annali di StaUstica e di Economia 
Anno I, Vol II La produzione agricola italiana e la crisi mondiale 
F Chessa and C Martini 

El Trimestre Econormco (Mexico) 

Vol I, No 1 La orgamzacion, economica de la Eociedad de Naciones 
M G Morin Un organo eficaz para inter vemr la Economica 
B Lopez La teoria de la Deflacion de la JDenda de las grandes 
Depresiones I Fisher 

Index {Stochholm) 

May, 1934 Planned Economy^ past and present E F Hecksohbr 
June, 1934 The World's Commercial Banjcs since 1^20 S Brisman. 

Slcandinaviska Kreditahtiebolaget 
April, 1934 Future of the Rate of Interest G Cassel 


NEW BOOKS 

British, 

Ashley (M P ) Financial and Commercial Policy under the Crom- 
wellian Protectorate Oxford University Press 8f" Pp 190 
105 fid 

Barman (S ) The English Borstal System a study in the treat- 
ment of young offenders P S Eong Pp 2fi9 125 

Bland (FA) Planning the Modern State an introduction to 
the problem of pohtical and admimstrative reorganisation Sydney . 
Angus and Bobertson (London Australian Book Co ) 74" Pp 

230 45 fid 
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Brockway (E F ) Will Koosevelt Succeed ^ a study of Fascist 
tendencies in America Boutledge Pp vii + 248 65 

Charles (E ) The Twibght of Parenthood a biological study of 
the decline of population growth J Watts & Co 7J" Pp 226 
7s 6d 

Crew (A ) Commercial Law Cases Pitman Pp xxiv + 

250 65 

Bens ANY (Lord) If I were Dictator the pronouncements of the 
grand macaroni Methuen 7^ Pp 107 2^ 6d 

Dutt (B P ) Fascism and Social Bevolution Martm Lawrence 
7i" Pp XI + 296 55 

Elbotjbne (E T ) Fundamentals of Industrial Admimstration 
an introduction to industrial organisation, management and economics 
Macdonald and Evans 8J" Pp xviii + 644 125 6d 

Epstein (M ) (Ed ) The Statesman’s Year-Book statistical and 
historical annual of the states of the world for the year 1934 Mac- 
millan 7" Pp xxxiv + 1478 205 

Fay (C R ) Imperial Economy and its place in the formation of 
Economic Doctrine, 1600-1932 Oxford Clarendon Press 7" Pp 
151 65 

Fowler (B F ) The Depreciation of Capital analytically con- 
sidered P S King 7Y Pp 143 6s 

Frankenburg- (Mrs S ) Common Sense in the Nursery Jona- 
than Cape 7Y Pp 287 5s 

Greenwood (H P ) Hitler’s First Year Methuen 
Pp 58 l5 

Heiden (K ) A History of National Sociahsm Methuen 8J" 
Pp 370 155 

Hirst (F W ) The Consequences of the Wai to Great Britam 
Oxford University Press Pp xx + 311 IO5 

Holmstrom ( J E ) Railways and Roads in Pioneer Development 
Overseas a study of their comparative economics P S King Sy' 
Pp 304 155 

Johnson (J ) The Nemesis of Economic Nationalism, and other 
lectures in apphed economics P S King 7J" Pp 116 45 6d 

Jones (D Caradog) (Ed ) The Social Survey of the Merseyside 
The School of Social Sciences and Administration, University of 
Liverpool, with the assistance of J E McCrindell, H J H Parker, 
C T Saunders Secretary, N L Hume University Press of Liver- 
pool (London Hodder and Stoughton) 8|" 3 vols 455 

Jones (J H ) The Economics of Savmg Reed & Co 7" 
Pp XVI +171 

Lasker (B ) and Holland (W L ) (Eds ) Problems of the 
Pacific, 1933 economic conflict and control Proceeding of the Fifth 
Conference of the Institute of Pacific Relations, Banfi, Canada, August 
14-26, 1933 Oxford Umversity Press 9^'' Pp xiv + 490 215 

Macgreoor (D H ) Enterprise, Purpose and Profit essays on 
industry Oxford Clarendon Press 8|" Pp 200 85 6d 
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Mackintosh (W A ) Frame Settlement the geographical 
setting (Canadian Frontiers of Settlement, Vol I ) Toronto and 
Ixindon Macmillan 10" Fp xv + 242 17^ 

Macmillan (Lord) Ttto Ways of Thinkmg The Kede Lecture 
delivered before the University of Cambridge, May 9, 1934 Cam- 
bridge University Fress Fp 45 2^ 

Obwin (C S ) (Ed ) The Agricultural Register, 1933-34 being a 
record of legislation, organisation, supphes and puces Oxford 
Agricultural Economics Research Institute 7J" Fp 229 35 6d 

Farker (H H) The Hop Industry F S Kling Fp 327 

155 

Ratclteee (S K ) The Roots of Violence Merttens Lecture, 
1934 Hogarth Fress 7|" Fp 60 l5 

Reynard (H ) Institutional Management and Accounts Long- 
mans, Green 8^" Fp 31 

Robbins (L ) The Great Depression Macmillan Fp 

XIV -f- 238 85 6d 

Roberts (J ) and Jenkner (A ) International Coal Carbonisation 
Fitman 92" Fp xvii -f- 453 S5s 

Rose (T G ) Higher Control a manual for company directors, 
secretaries and accountants Fitman 8 J" Fp xvr + 269 125 6d 

Stores (M C ) Birth Control To-day J ohn Bale and Danielsson 
6J" Fp 237 55 

Taylor (F W ) The Economics of Advertising Allen and 
Unwin 7|" Fp 248 75 6d 

Vakil (C N ) and Mxtnshi (M C ) Industrial Folicy of India, with 
special reference to customs tariff Calcutta, etc , and London 
Longmans, Green 8J" Fp 271 95 

Walter (Karl) Co-operation in changmg Italy a survey 
F S King 8i" Fp 81 25 6d 

Warburg (J P ) The Money Muddle Routledge 74" Fp 
274 75 6d 

Watkins (H M ) Coal and Men an economic and social study of 
the British and American coalfields Allen and Unwm 8|" Fp 
460 185 

Wattal (F K ) The Population Problem in India a census 
studv Bombay and London Bennett, Coleman & Co 7^" Fp 
185 E5 3/8 

Whyte (W H ) Decasualisation of Dock Labour, with special 
reference to the Fort of Bristol Bristol for the Umversity of Bristol 
by J W Arrowsmith, Ltd 7J" Fp 132 5s 

WiCKSELL (K ) Lectures on Political Economy Translated from 
the Swedish by E Classen and edited with an introduction by L 
Robbms Vol I, General Theory Routledge. 84" Fp xxm -h 
299 85 6d 

Young (T ) Becontree and Dagenham a report made for the 
Pilgrim Trust Becontree Social Survey Committee, c/o S Sidders & 
Son 8i" Fp 420 IO5 6d 
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Amer%can. 

Chow (F ) Kailroad Warehousing Service Philadelphia Uni- 
versity of Pennsylvania Press 9"" Pp 241 

UoDB (P A ) Financial Policies in the Aviation Industry 
Philadelphia University of Pennsylvania Press 9" Pp 234 

Gates (P W ) The Illinois Central Railroad and its Colonisation 
Work Cambridge, Mass Harvard University Press (London 
Humphrey Milford) Pp xii -f- 374 17^ 

Haig (R M ) and Shoup (C ) The Sales Tax in the American 
States New York Columbia Umversity Press (London H Milford) 
9" Pp XXV + 833 225 6d 

Hettingee (H S ) The Use of Radio Broadcasting as an Adver- 
tising Medium m the United States Philadelphia Umversity of 
Pennsylvania Press 9" Pp 354 

Hxjlvey (C N ) The Mathematics of Fmance New York and 
London Macmillan SJ" Pp 306 125 6d 

Kaeabasz (V S ) Causes of Mechmcal Power Transmission 
Accidents Philadelphia Umversity of Pennsylvania Press 9" 
Pp 67 

Kebb (T S ) Business Law prmciples and cases New York 
John Wiley (London Chapman and Hall) 9" Pp xix -f* 776 315 

Liang (C C ) A Study of the Industrial and Agricultural Develop- 
ment Departments of American Railroads Philadelphia University 
of Pennsylvania Press 9" Pp 208 

Ltjnt (W E ) Papal Revenues in the Middle Ages New York 
Columbia Umversity Press (London Humphrey Milford) 9" 
2 vols 635 

Mack (R H ) Factors of Instabihty affectmg Production and 
Employment m the Cigar Manufacturing Industry Philadelphia 
University of Pennsylvania Press 9" Pp 140 

Madigan (J J ) Managing Cloth Inventories in the Cotton 
Textile Industry (Division of Research, Business Research Studies, 
No 6 ) Boston, Mass Harvard Umversity, Graduate School of 
Busmess Admmistration 11" Pp 53 $1 

Mavebs (L ) (Ed ) A Handbook of N R A Second edition With 
supplementary service New York and Washington Federal Codes 
Inc 9" Pp xxiii + 842 $6 50 (With semi-monthly supplement 

service to December 31, 1934, $10 ) 

ScHMAiz (C N ) Operatmg Results of Department and Specialty 
Stores in 1933 Bureau of Busmess Research, Bulletin No 92 Boston, 
Mass Harvard Umversity, Graduate School of Busmess Admmi- 
stration 11" Pp 42 $2 50 

Schmidt (C T ) German Business Cycles, 1924-1933 New 
York National Bureau of Economic Research (London Macmillan) 
9" Pp XIX -{- 283 105 6c? 

Watson ( J P ) The City Real Estate Tax m Pittsburgh Pitts- 
burgh Umversity of Pittsburgh Bureau of Business Admmistration 
9" Pp 108 $1 
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Webeb (G K ) and Aesberg (C L ) The American Vegetable 
Shortening Industry Stanford Food Research Institute 9" 
Pp 359 $3 50 


French. 

Baijdin (L ) Le credit Pans Fernand Aubier 7^" Pp 264 
15 fr 

Gbaziadei (A ) La rente de la terre (critiques aux theories de 
Marx) Pans Rieder 9^^ Pp 138 20 fr 

Hbvesy (P de) Le probl^me monsial du bl6 Pans Felix 
Alcan 9i" Pp 293 30 /r 

Hoeehebb (R ) and Mobis (R ) Revenus et niveaux de vie 
indigenes au Maroc Pans Recueil Sirey 9" Pp 244 30 fr 

Matban (B de) Oh va la monnaie dans le monde ^ Pans 
Chez r auteur, 37 Avenue de Malakoff 9" Pp 71 10 fr 

ScBTWOB (P ) Une Experience Americauie ITnvestment Trust 
Pans Recueil Sirey 9" Pp 197 30 fr 


German. 

Cesevi^itjs (D ) Das Finanzsystem Litauens Bonn Ludwig 
Rohrscheid 9J" Pp 112 4 75 m 

Hxjbpert (W ) Geldwirtschaft Munchen und Leipzig Duncker 
& Humblot Pp 31 1 20 m 

Michels (R ) Umschichtungen in den herrsohenden Klassen nach 
dem Kriege Stuttgart und Berlin W Kohlhammer 9F Fp 133 
6 80 m 

Mulleb (K O ) Welthandelsbrauche (1480—1540) Stuttgart 
und Berlin Deutsche Verlags-Anstalt lOJ" Pp 380 20 m 

Peteb (H ) Grundprobleme der theoretischen Nationalokonomie 
II Der Gesamtprozess in der Entwicklung Stuttgart W Kohl- 
hammer 9i" Pp 170 9 m 

Pbeiseb (E ) Gestalt und Gestaltung der Wirtschaft Eine 
Einfuhrung in die Wirtschaftswissenschaften Tubingen JOB 
Mohr 9i" Pp 128 6 30 m 

Richteb (B ) Das Wesen des Wechselkurses Zur Theorie des 
intervalutarischen Kurses Munich und Leipzig Duncker & Humblot 
9Y Pp 122 

Schmidt (R ) und Gbabowsky (A ) (Eds ) Disarmament and 
Equal Rights facts and problems dealt with m the negotiations on 
disarmament and equal rights, 1933-1934 Berlm Carl Heymanns 
Verlag 9'' Pp 284 

Webeb (E ) Beitrage zum Problem des Wirtschaftsverfalls 
Leipzig und Wien F Deuticke lO"' Pp x + 90 5 m 

Webeb (W ) Leitfaden der Allgemeine Volkswirtschaftslehre 
Munich Duncker & Humblot 9J-" Pp 155 3 50 m 
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Italian, 

Bolza (H ) Nuovo metodo esatto per investigare e dilucidare i 
processi economici Ilf" 73 typed fols 

Cabiati (A ) Crisi del liberismo o errori di uommi ^ Turin 
Einaudi Pp 203 15 lire 

Cozzo (F ) Mercati e vie di scambio Genova Moruzzi Pp 
199 15 hre 

Pe Castbo (P ) Lezioni di statistica economica Turin Giappi- 

chelli Pp 145 15 hre 

Pe Viti Pe Mabco (A ) Piincipj di economia finanziana Torino 
G Emaudi Pp xxxii + 430 40 hre 

Pe Viti Pe Mabco (A ) La funzione della banca Turin G 
Emaudi 8f" Pp 111 12 hre 

Faneani (A ) Cattolicesimo e protestantesimo nella formazione 
storica nel capitalismo Milan Societa Editrice Vita e Pensiero ” 
9f" Pp 159 Shre 

Keykes (J M ) Trattato suJla moneta, Vol II Milan Treves 
Pp 618 30 hre 

Medici (L ) L’Agricoltura e il problema demografico Padua 
Cedam Pp xi + 217 23 hre 

Michelis (G de) La corporazione nel mondo Milan Bompiani 
Pp 365 16 hre 

Moetaba (G ) Piospettive economiche, quattordicesima edizione 
Milan Universita Bocconi 9|" Pp xl 4" 504 50 hre 

Nava (S ) Prime Imee di una teona dell’ espansione e della 
colomzzazione Siena K Universita di Siena 9|" Pp 87 

Papi (G U ) Lezioni di economia generale e corporativa Padua 
Cedam 10" 3 vols 35 lire each vol 

Repaci (FA) La finanza italiana nel ventennio 1913-1932 
Turm G Emaudi 10" Pp 316 40 Z^re 

Tobbi (A P ) La rinascita pontma Pome Bardi Pp 164 
6 hre 

Ventubi (M ) Stud] sugli scambj intemazionali Florence La 
Nuova Italia Pp 100 6 hre 

VoEPicBELi (A ) Corporativismo e scienza giuridica Florence 
G C Sansoni 8^" Pp 205 15 hre 


Austrian 

Stbigl (P von) Kapital und Produktion Vienna J 
Springer 9J" Pp 247 7 80 m 

Mengeb (K ) Moral, WiUe und Weltgestaltung, Grundlegung 
zur Logik der Sit ten Vienna J Springer 8f " Pp 143 

Argentina 

Guabesti (J J ) Economia y finanzas de la Nacion Argentina 
Buenos Aires 9J" Pp 234 
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Ecuador. 

Estrada (V E ) El problema economico del Ecuador en 1934 
Guayaquil Pp 174 


Yugoslavia. 

ToMASEVKj (J ) Die Staatsschulden jugoslaviens Zagreb 
Pp 157 

Official. 

United Eongdom 

Guide to Current Oibcial Statistics of the United Kingdom 
Vol 12 1933 London H M S O 91" Pp 345 1^ 

Ministry of Labour Twenty-first abstract of labour statistics 
of the United Kingdom (1919—1933) Cmd 4625 London 
HMSO 92" Pp 211 35 

International Institute of Agriculture 

The Agricultural Situation m 1932—33 Economic com- 

mentary on the International Year book of Agricultural Statistics 
for 1932-33 Rome 9f" Pp 580 25 Ure 

League of Nations 

Review of World Trade, 1933 Geneva (London Allen and 
Unwm) lOY Pp 82 25 6d 

Statistical Year-book of the League of Nations 1933—34 
Geneva (London Allen and Unwin) 9|" Pp 299 105 

International Labour Office 

The I L O Year-book, 1933 Geneva (London, 32 Victoria St , 
S W 1) 91" Pp 560 125 6d (paper), 155 (cloth) 





AN ECONOMIC SURVEY OF THE 
COLONIAL EMPIRE 

The Colonial OflB.ce has prepared a comprehensive survey in one volume of all 
the essential facts relating to the economic position of the various parts of the Colonial 
Empire Ample statistical material accompanies each section of the survey F’cap 
Folio pp 574 25s (25J gd) 

OCCUPATIONS AND INDUSTRIES 

Meport on the Census of Scotland, 1931. Vol. III. 

This volume gives information relating to the occupations of the Scottish population 
over 14 years of age In comparison with the previous census of 1921 (statistics 
from which are included), the tables have been extensively remodelled and enlarged 
There are some most valuable new features F’cap pp xlvi -f- 492 25J 

(255 gd) 

Occupation Tables. Census of EmgHand and Wales, 1931. 

This indispensable statistical analysis of the distribution of the population over a 
wide field of the national industrial life is now ready For the first time statistics 
are given relating to persons out of work at the date of the Census F’cap Folio 
pp vii + 680 30.? (30S gd ) 

Classification of Occupations. Census of England and Wales, 1931. 

The occupational classification of the Census of England and Wales, now ready, 
consists of 32 mam groups, subdivided mto various Sub-Orders A full description 
is given in the preface of the manner in which the classification is compiled The 
volume will, m conjunction with the Occupational Tables, be invaluable m any 
study of the economic life of the community F’cap Folio pp xi -f 269 I2J- 
{12s 6d) 

FRANCE AND GERMANY 

The Department of Overseas Trade has recently issued two reports of outstanding 
interest That on “ Economic Conditions m Germany to June 1934 deals with a 
year of far-reaching changes m German political and economic life gs 6d (35- gd) 
The Report on “Economic Conditions in France” is imusually comprehensive 
inasmuch as it reviews the economic life of France over the period 1928-1934 
Roy 8vo Over 700 pp 75 {ys gd ) 

An extremely complete picture of the economic life of modern France ’’-—Manchester guardian 

All prices are net Those in parentheses include postage 

HIS MAJESTY'S STATIONERY OFFICE 

LONDON Adastral House, Kmgsway, W G 2 
EDINBURGH 120 George Street CARDIFF i St Andrew’s Crescent 
MANCHESTER York Street BELFAST 80 Chichester Street 

or dirough any bookseller 


THE ECONOMIST 

(ESTABLISHED 1843) 

The World^s Premier Financial Weekly. 

The reliabihty of its information, the authority of its judgments and the 
complete independence of its editorial pohcy, have given “ The Economist ” 
a unique position in weekly journahsm 

Its columns include a considered review of money-market happenings and 
of the international monetary position, a survey of economic conditions 
throughout the world by special correspondents m all the principal centres, 
full statistics of Government and public finance, home and overseas bank 
statements, bullion movements, foreign exchange and money rates and a 
special Stock Exchange and investment section 

Single Copies, ONE SHILLING Quarterly, 14s. 6d ; Half-Yearly, £1 Ss. 

Yearly, £2 18$. Overseas, £3 Is per Annum 

OFFICES— 

8B0UVERIE STREET, FLEET STREET, E.C.4 

And of all Booksellers and Newsajl^ents 


THE EUGENICS REVIEW 

the Biological Quarterly which the Layman can read 
In the July Number — 

Eugenic Influences in Economics Sir Josiah Stamp 

Modern Views of the Mind and its Disorders Professor 
R J A Berry 

The Complex Determinants of Amentia L S Penrose 
The German Law on Sterilization 
News, Notes, and many Book Reviews. 

Published Quarterly— January, Apnl, July, and October — at 3s post free (i2s a 
year). Free to Fellows and Members of the Society. 

— 


THE EUGENICS SOCIETY, 
69 Eccleston Square, S.W 1. 
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THE DEPRECIATION OF CAPITAL 

By R F Fowler, Assistant m Commerce, London School of Economics 

Crown 8vo 156 pp Cloth, 6s. 

The technique of economic analysis is here applied to the solution of important problems ansing out 
of the fact that capital goods depreciate The book is designed and written for accountants, students of 
economics and those specially concerned with the subject of Public Utility charges 

CO-OPERATION IN CHANGING ITALY. A Survey 

By K ARL W ALTER, The Horace Plunkett Foundation 

Demy 8vo 100 pp Illustrations Cloth, 2 s 6d. 

What has happened to the Co-operative Societies of Italy under the Fascist regime’ This question 
IS answered , for the first tune since the march on Rome, by an Enghsh investigator familiar for many years 
with the social movements of Italy He visited thirty federations and a hundred societies in order to 
describe the movement, and some of his information regarding its rdle in the changing economic structure 
of Italy IS surprising 


The following hooks aye nearly through the press, and will he ready 
early in October 

THE ECONOMICS OF CONSUMERS’ CREDIT 

By Ferdynand Zweig, Docent in the University of Cracow 

Crown 8 VO 120 pp Cloth, 5s. 

In view of the keen discussion going on at present on the subject of reviving the economic life by 
various schemes of financing consumption this book of Dr Zweig's is timely and will prove valuable to 
economists, financiers and politicians The book is divided into eight parts I Theory of Consumers’ 
Credit, II Financing Consumption , HI Ideas underlying the Financing of Consumption , IV Theoretical 
Justification, V Effects on Trade, VI Effects on Saving, VII Applicability and Working, VIII 
Conclusion 

LOCAL GOVERNMENT 

By H Lloyd Parry, B A , B Sc , LL B , Hon Lecturer on Public Adminis- 
tration at the University College of the South West of England, formerly 
Town Clerk of Exeter 


Crown 8vo 260 pp 


Cloth, 78 6 d 


This book consists of ten lectures delivered as a Umversity Course The pnncipal Local Government 
services as admimstered in this country are dealt with in turn, the history of the development of these 
services being traced and their future development discussed A comparison is also made with types of 
Local Government abroad 

TREASURIES AND CENTRAL BANKS 

By D W Dodwell, Ph D , with a Foreword by Sir Basil P Blackett, 

KCB , K C S I 


Demy 8vo About 256 pp 


Cloth, 10s 6d 


The relations between Governments and their Central Banks are usually shrouded in mystery for all 
but the few persons directly concerned The author throws light on this difficult and most important 
subject by tracing the growth of these relations historically in England and the United States, and suggesting 
some general conclusions He discusses from this point of view the sensational developments of monetary 
pohcy in recent years and the prospects for the future 

THE NEW SURVEY OF LONDON LIFE AND LABOUR 
Volume Eight — London Industries (III) 

Demy 8vo 330 pp Buckram, 17 s 6d. 

This volume completes the studies of London Industries which was begun in Volume IT and continued 
m Volume V The industries dealt with m the new volume fall more or less naturally into three mam 
divisions — transport by road and rail , certain essential services such as hotel and catering service, elec 
tricxty, gas and water supply, together with clerical work, and a group of interesting and characteristic 
London industries concerned with the working of precious metals and ]eweUery, and the manufacture of 
clocks and watches and scientific and musical instruments 


P. S. KING & SON, LIMITED 

14 Great Smith Street, Westminster 


111 


A Journal of Practical Finance and Trade 

ESTABLISHED 1878 

THE STATIST specialises in the presentation of exclusive statistical 
information which is of the utmost value to all engaged in Economic 
Research. 

The most efficient service rendered hy THE STATIST 
has become an indispensable factor in the scientific 
equipment of anyone, firm or individual, whose labour 
IS devoted to international finance and trade, ” 

REICHS-KREDIT-GESELLSCHAFT, BERLIN 

Published Weekly Price Sixpence 

ANNUAL SUBSCRIPTION 
GreAt Biitain and Ireland £1 12s. Od. Colonial and Foreign Countries £1 17s 4d 

Address 
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Memberslnp in the American Economic Association entitles 
one to receive the American Economic Review and the proceed- 
ings of the annual meetings, usually issued as a supplement 
to the March number of the Review 

Annual Membership I5 oo 
Life Membership $200 00 

From time to time, various publications are made available 
to members at special rates A few copies of the volume of 
Economic Essays Contributed in Honor of John Bates Clark are still 
on hand This volume is $2 65 to members of the American 
Economic Association and the Royal Economic Society To 
others, it is I4 00 
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The Secretary, 
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From MESSRS. METHUEN’S LIST 

ECONOMIC EQUALITY IN THE CO-OPERATIVE 
COMMONWEALTH 

By H STANLEY JEVONS, M A , B Sc 10s 6d net 

Professor Jevons here advocates with persuasive moderation the establishment 
of a sy'stem of Co-operative Socialism 

UNDERSTAND THE CHINESE 

By WILLIAM MARTIN Illustrated. 7s 6d. net 

Crammed full of good things well put by a great observer and 
idealist ” — Manchester Guardian 

METHUEN* S ‘^DICTATOR** SERIES 

Ask for the volumes called 

IF I WERE DICTATOR 

JULIAN HUXLEY ST JOHN ERVINE 

LORD DUNSANEY LORD RAGLAN 

and see how four outstanding intellects would rule the country 
Each 2s 6d net 

Other volumes by eminent contributors are in preparation 

— METHUEN & CO. LTD. LONDON =— - 


SANKHYA 

INDIAN JOURNAL OF STATISTICS 


annual volume consists of four parts, each of about one hundred quarto 
pages, contammg papers read at Meetmgs of the Indian Statistical Institute, 
with reports of the discussions thereon, also Miscellaneous statistical articles, 
Reviews of statistical and economic books, reports and monographs. Detailed 
bibliographies of Indian statistical publications, both official and non-official, 
Notes on matters of current interest to statisticians and economists m India 


Members 


Price for Non-Members 
Annual Subscription 32s. (post free) 
Each part sold separately 9s. (post free) 


Annual Membership subscription Rs 15 (Rupees fifteen) , open also to 
libraries, institutions and business firms, whether incorporated or not, on the 
same terms For membership forms and other particulars, please apply to the 
Honoiary Secretary, 

INDIAN STATISTICAL INSTITUTE, 

STATISTICAL LABORATORY, 

PRESIDENCY COLLEGE, CALCUTTA. 
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ECONOMIC RECORD 

The Journal of the Economic Society of Australia 
and New Zealand 

PUBLISHED HALF YEARLY IN MAY AND NOVEMBER 

Single copies, 

Annual Subscription, los 

The Economic Record publishes authoritative articles by recognised 
economists on economic, financial, labour and social conditions in 
Australia and New Zealand 

Subscriptiom should he sent to the publisher 

The Managing Director, The Melbourne University 
Press, Melbourne, N. 3, Victoria, Australia. 


NATIONAL INSTITUTE OF 
- .^INDUSTRIAL PSYCHOLOGY 

President The Rt Hon Lord Macmillan, PC, KC, LLD 
Prtnctpa.1 Charles S Myers, CBE, MD, ScD, FRS 

MEMBERSHIP OF THE INSTITUTE 

IS available at an annual subscription of one pound 

The privileges of membership include. 

Free receipt of the Institutes Monthly Journal 

The right to nominate cases for vocational guidance at a reduced fee 

Use of the Institute's Library Books can be borrowed by post 

Special lectures, discussions and demonstrations 

Half-fees for certain Lecture Courses in the University of London 

Full particulars may be obtained from the Secretary, N 1 1 P , Aldwych House, W C 2 
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JOURNAL OF THE 
ROYAL STATISTICAL SOCIETY 

First issued in 1838 

Principal Contents of Part III, !934 • 

INDIA'S TRADE AND INDUSTRIAL STATISTICS, PAST, PRES- 
ENT AND FUTURE. By Sir H A. F. Lindsay, K.C LE. 

METHODS USED IN DIFFERENT COUNTRIES FOR ESTIMATING 
NATIONAL INCOME. By Sir Josiah Stamp, G C B , LL D , with 
Contributions by Professors C Verrijn Stuart, F. Simiand, 
C Gini, and Sir A W. Flux, C B. 

THE CENTENARY OF THE ROYAL STATISTICAL SOCIETY. 

THE TWENTY-SECOND SESSION OF THE INTERNATIONAL 
STATISTICAL INSTITUTE. By A L Bowley, Sc D , F B A 

Price 7/6 Annual Subscription {post free) 31 /- 

ROYAL STATISTICAL SOCIETY 

9. ADELPHI TERRACE, LONDON, W.C2 


INTERNATIONAL SURVEY OF 
SOCIAL SERVICES 

T here have been many attempts m recent years to make international 
compaiisons of the cost of social charges (particularly as an item in 
production costs) in a number of countries The introductory chapter of 
the volume “ International Survey of Social Services ” now pub- 
lished by the International Labour Office (League of Nations) explains 
how it has been found that at present such an international comparison is 
impossible and why a limited report is issued instead 

The volume, however, even with the limitation implied by a defimtion 
of “ Social Services,” contains nearly 700 pages It consists of monographs 
on 24 countries (Australia, Belgium, Bulgaria, Canada, Czechoslovakia, 
Denmark, Finlana, France, Germany, Great Britain and Northern Ireland, 
Hungary, India, Irish Free State, Italy, Japan, Luxemburg, Netherlands, 
Poland, Rumania, Spain, Sweden, Switzerland, Umon of South Africa, and 
Yugoslavia) 

Each country is dealt with on similar lines Population statistics taken from 
the most recent census are first given, and the remamder of the information 
follows under the headings — Social Insurance, Social Assistance, Housing, 
Family Allowances, and Holidays with Pay Paper Bound 15 /-. 

All 1 LO pulhcahonsjree catalogues, and particulars of forthcoming Reports, etc , obtainable from 

LONDON BRANCH 

INTERNATIONAL LABOUR OFFICE 

(LEAGUE OF NATIONS) 

I a, VICTORIA STREET. LONDON, SWi 
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ECONOMICA 

(NEW SERIES) 

ECONOMICA IS published quarterly by the London School of Economics 
and Political Science, m February, May, August, and November, and is devoted 
to research in the fields of Economics, Economic History and Statistics The 
] ournal is under the direction of an Editorial Board composed of Sir William 
Beveridge, Professor A L Bowley, Professor T E Gregory, Professor F A 
von Hayek, Professor A Plant, Professor Eileen Po'wer (Acting Editor), 
Professor Lionel Robbins (Acting Editor), and Professor A J Sargent, with 
Mr F W Paish as Assistant Editor 

CONTENTS OF AUGUST ISSUE 

Capital, Time and the Interest Rate F H Kmght 

The Expansion of Credit in an Advancing Community E F Harrod 

Bricks A Trade Index of 1785--1849 H A Shannon 

The Diagrammatical Representation of Demand Conditions in Inter- 
national Trade A Leiner 

Mrs Robinson’s “ Theory of Imperfect Competition ” Nicholas Kaldor 
Books Reviews by. C Bresciam Turroni , F Benham, V H Oalbratth, J E 
Hicks , W P Blderton, and others 

The price of Economica (New Series) *545 6d a number, or 155 per annum, post 
free A special rate of 12s 6d has, however, been authorised in respect of 
Fellows of the Royal Economic Society Copies can be obtained on order from 
any bookseller or from The Publications Department at the London School of Economics, 
Houghton Street, W C 2 , to which address cdl subscriptions and business communications 
should he sent 


The POLITICAL QUARTERLY 

July-Sept ember, 


EDUCATION FOR DEMOCRACY 

By Sir E D Simon 

INTERNATIONAL DEMOCRACY 

By Viscount Cecil 

SOCIALISM IN CANADA 

By Sir Stafford Cripps, K G , M P 

THE INCITEMENT TO DISAFFECTION BILL 

By J E MacGoll and W T Wells 

THE INTERNAL CRISIS IN FRANCE 

By Paul Vaucher 

THE NEW SCHEME OF UNEMPLOYMENT RELIEF 

By R. C Davison 

THE AIMS OF JAPAN 
Also Surveys and Reviews 


The ToUiical Quarterly is published by Macmillan & Co , Ltd , St Martin’s Street, 
London, W (J 2 Annual Subscription net post free All communications should 
be addressed to the Offices of The Pohtical Quarteilj, 52 Tavistock Square, London, 
W C 1 A Specimen Copy (not of the current issue) will be sent free of charge on 
request to 52 Tavistock Square 
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PRELUDE TO ECONOMICS 

By Wiiliam Aylott Orton 

Professor of Economics in Smith College 

This IS a valuable introductory work to the whole groundwork of economics It 
enables a complete survey to be made of the ground covered by the subject from 
which a sense of direction and a general view of the scope, the data, and the prob- 
lems can be obtained in a most interesting manner It is a reliable guide to more 
advanced study and the references have been carefully planned to parallel the 
stages of advancement of the reader 285 pages 5 /- 

Ordter from at BookooUer or dSretcf from 

PITMAN ■ Parker Street • Kingsway ■ London • W.C.2 


Jhuestoisrsimmidc 6d. 

aidt JAonc;S %eoie)o 

Has the Largest Net Sales of any Weekly Financial Newspaper 

The Investors' Chronicle's MONTHLY SECURITIES INDEX, covering all sections ol the Markets lor 
each month end since 1920, is quoted by BANK and INVESTMENT TRUST CHAIRMEN, at ANNUAL 
SHAREHOLDERS’ MEETINGS, to a greater extent than any other index to security values 
** OVERSEAS FINANCE '* is a weekly feature, reviewmg Foreign Exchanges and factors that afiect them 

A Free Specimen Copy containing the latest Security Index can be obtained by post-card application to 

THE PUBLISHER, 20 BISHOPSGATE, EC 2 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 

The Quarterly Journal of the Economic Society of South Africa 
Joint Editors S HERBERT FRANKEL, ROBERT LESLIE 
Management G S RICHARDS 

The South African Journal of Economics is the only Economic Journal in Southern Africa It contains 
authoritative articles on theoretical economic questions as well as on African economic, financial and 
commercial affairs 

RECENT IMPORTANT ARTICLES 

The Excels Profits Tax on Gold and Some of its Implications (September 1933) 

By Sir Robert Kotze 

The Boom in “ Kaf&ro ” — ^An \nalysis By Piior C S Richards (September 1933) 

Econoiric Method and the. Concept of Competition (March 1934) 

By Prof W H Hutt 

The World Agricultural Crisis A Review of Recent Economic Literature (March 1934) 

By S D Neumark 

Building Society Finance A Review with Comments upon Some Features of Proposed 

Union Legislation By J J I Middleton (March 1934) 

Witwatersrand Mining Policy Predominant Factors (June 1934) 

ByJ M M Ewing 


(September 1933) 
(March 1934) 


(March 1934) 
(June 1934) 


The South African Journal of Economics is published in the first week of March, June, September and 
December Each number of 130 pages contains Articles, Reviews, Notes and Memoranda, Official 
Pubhcations of the Union of South Africa, Tabulated Official South African Statistics, Recent 
Periodicals and New Books 

The Journal and all pubhcations of the Society are sent free to all Members 

The Annual Membership Subscription is ,^1 ix Subscriptions to the Journal for non members are accepted 
at the same rates, which also apply to Library Membership, for which Libraries, Institutions and 
business firms are ehgible 

Subscriptions to the Journal and orders for smgle numbers (at 6s each) should be addressed to Messrs, 
P S King & Son, Ltd (14, Great Smith Street, Westminster, S W i) 

Applications for Membership should be addressed to the Chairman, Board of Management, P O Box 5316, 
Johannesburg 
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Gloucestershire in the Seventeenth Century Prof R H Tawney 

The * Great Depression’ of 1873 H L Beales 

The Evolution of English Industry before 1800 Prof J Nef 

A Bibliography of the Industiial Revolution P S Ashton 

Shorter articles and reviews by Prof H Pirenne, Prof E Power, Prof, H. S^e, 
and others 
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THE GREAT DEPRESSION. Bv LIO^EL ROBBIXS, Professor of 
Economics in the University of London 20 j. pp 85 6d 

" His book IS \\iitten with such wonderful clcarin ss and such evident enthusiasm that 
the general reader as well as the ev.peit is bound to d( rive both pleasure and profit from 
it The Great Depression combines something of the force and directness of a political 
pamphlet with the logical perfection of a scientific essay It is one of the few books 
written on the economic crisis in recent vears that can be described as a real intellectual 
aehi< vement ” — The Times 

SOME RELATIONS BETWEEN POLITICAL AND ECONOMIC 

THEORY. ByG D H COLE 100 pp About 4s 6d [September 28 

Both the political and the economic theories which are most widely accepted in academic 
circles to dav got their general “ shape ” at a time when political and economic practices 
were vcr> unlike the practices which these theories are now called upon to interpret 
But when once a thcor} has become “set,” and acquired an academic tradition, it is 
e\ceedingl\ difficult to alter its “ shape ” 1 his essa> is meant to prov ide some 

small contribution towards this reshaping, and, above all, towards the bringing together 
again of two branches of social theorv which the conditions of the nineteenth century 
caused to drift far apart 

THE EMPLOYMENT EXCHANGE SERVICE OF GREAT BRITAIN; 
An Outline of the Administration of Placing and Unemployment 
Insurance By r ^ CHEGWIDDFB and G Ml RDDIN-EVAB S With 
a Foreword by the Ri HON IT /Vbi ON S CHURCHILL, C H , M P 

[Autumn 

This work gives m broad outline an account of the Employment Exchange system of 
Great Britain and of the problems with which it is called upon to deal In the, mam it 
IS a statement of fact, but in so far as opinions arc expressed they are the views of the 
authors 

FREE BANKING; An Outline of a Policy of Individualism. By 

HENRY MEULEN 8vo [Autumn 

This is a new edition of a book pubhshed some y^'ears ago under the title of Industrial 
Justice Through Banking Reform The text has been revised, and a new appendix added 
in which the history of Banlung reform has been brought up to date 

FRANCE’S CRISIS. By Paul EINZIG About 7s 6 d [Autumn 

This w ork IS intended as a counterpart of England's Crisis, by?" Prof Andre Siegfried, 
which created such a stir about three vears ago It is inspired by the same critical 
though friendly spirit 

CREDIT AND INTERNATIONAL TRADE: How they Work in 

Practice. By BARNARD ELLIhGER C BE , author of “This Money 
Business ” [Autumn 

Professor Heurv’- Clay writes “ So far as I know this book is unique and could have 
been written only by a person who was both a student of economics and a merchant of 
very wide experience ” 

AN INTRODUCTION TO THE STUDY OF PRICES. By sir 

W 4 LTER LAYTON V New Edition with Revisions and Additions by 
GEOFFREY CROWTHER [Autumn 

This new edition of Sir Walter Layton’s well known work has been thoroughly revised 
Three new chapters have been added, one dealing with the modifications of theory 
which the events of the past twenty years have necessitated, the other two describing 
the price changes and the monetary developments of the war and post-war periods 

THEORIES OF THE TRADE CYCLE. By ALEC L MACFIE, M A , 

Lecturer m Political Economy in the University of Glasgow [Autumn 

Contents — I The Facts and the Problem II “Real” Causes of Rhythm III 
Monetary IV Rates of Interest V Capital Structure VI The Nature of Saving 
and Investment VII Effects of Changes in the Ratio of Saving to Investment 
VIII Under-Consumption IX Psychological \ Synthesis 

{All prices are net ) 
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THE FUTURE OF RAIL TRANSPORT ^ 

One hundred years ago the ‘‘ calamity of railways,” as Sir 
James McAdam termed it, fell on the existing means of transport 
Though the Stockton and Darlington Railway had been opened 
for traffic in September 1825, and the locomotive had been known 
since 1804, it was still doubtful whether locomotives could be 
used on lines with heavy gradients It was the success of 
Stephenson’s Rapid ” and Hawthorn’s “ Comet ” on a section 
of the Newcastle and Carlisle railway in March 1835 which set 
the seal on their success, and led railway promoters to think no 
longer of horses and stationary engines as the tractive power on 
the new roads Three years later locomotives were working the 
whole length of the line from Newcastle to Carlisle, and an era of 
rapid railway development began 

The effect of railway competition on the canal compames, the 
stage coaches, and the road carriers of that time is well known 
At first slowly, yet in the end surely, and in spite of severe re- 
ductions in their tolls, the canals lost all but the slow and bulky 
traffic The effect on the turnpike roads was no less severe 
Horse-drawn traffic, it is true, not only survived the early days 
of railways, but actually increased, though long-distance journeys 
by road, whether of passengers or goods, practically ceased 
As Prof Clapham says, '' Carts and cabs increased, but coaches 
and posting -houses decayed Journeys behind horses multiphed , 
but long journeys behind horses stopped The tragedy was 

repeated on each trunk route as the sleepers and metals were laid 
along it The effect in every case was instantaneous and 

inevitable ” 

To-day it is the railways whose estabhshed position is assailed 
Competition by road has taken on a new form , coastwise traffic 

^ Presidential Address before Section F of the British Association, Aberdeen, 
1934 
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has increased , the reliability and efficiency of the internal com- 
bustion engine have opened up the air for a third competitor 

In view of these developments m transport, what is the future 
position of the railways likely to be ^ Are they to be displaced 
from their position as the chief mode of transport, to which the 
rest are supplementary, and to be relegated to a position of second- 
ary importance in the transport system of the twentieth century 
It IS a question of far-reaching importance I agree with Sir 
Josiah Stamp that of the country’s domestic problems at the 
piesent time none presses more gravely on the nation than the 
position and future outlook of the railway system The number 
of workpeople it employs, the amount of capital invested in 
it, the increasing difficulty of providing for and controlling 
the traffic on the roads, the vital importance of securmg for 
the commumty the most economic and efficient system of 
transport that our present means and knowledge permit, combine 
to make it one of the most pressing problems that we have to 
face ISTor is it a situation confronting this country alone A 
similar position has arisen in practically every country in the 
world 

In view of these considerations, and quite apart from the fact 
that my own studies have mainly been in the subject of tians- 
port, I felt that I could not choose a subject more appropriate 
for a Presidential Address to this Section, and foi a city so 
dependent on tiansport as Aberdeen, than the future of rail 
transport 

If justification for my choice were needed, I think I could hnd 
it in the Presidential Address of my predecessor, Henry Sidgwick, 
when the British Association last met in Aberdeen forty -nine years 
ago The subject of that address was the Scope and Method 
of Economic Science,” and I venture to think that my own paper 
comes well within the field which he there mapped out for 
economic thought 

It will be well at the outset to examine biiefly the position 
of the railways of this country in the post-war years Eor this 
purpose some statistics are essential, though I will endeavour 
to reduce them to the minimum 

The followmg table gives the revenue earned by the four 
grouped railway compames and the percentage change for the chief 
of the post-war years The corresponding figures for 1913 are given, 
though in comparing the later years with 1913 it is, of course, 
necessary to bear in mind the change which has taken place in 
the value of money 



1934] 


THE FUTURE OF BAIE TRANSPORT 


539 


Table I 

Railway Revenue Receipts of the Foui Grouped Com2)ames 


Year 

1 Passengers 

Mails aud 
Parcels 

Mer- 

chandise 

Coal and 
Minerals 

1 

T ive j 

Stock 

1 

Misccl ! 
laneous 

j Total 

1 

£m 

3o 

£ra 

o/ 

£ra 

% 

£m 

% 

£m 


! 

£m 

£m i 

% 

1913 1 

11 i ' 

i 

91 



30 6 



31 0 



1 2 



0 9 

114 1 

— 

3 923 

68 9 

1O0 

17 t 

100 

51 2 

100 

54 2 

100 

2 0 

100 

1 0 

195 6 

100 

1924 

70 2 

102 

17 0 

97 

49 0 

97 

52 4 

97 

2 0 

100 

1 8 

191 0 

99 

192o 

68 9 

100 

17 3 

99 

49 6 

97 

49 0 

92 

1 9 

95 

1 8 

189 4 

97 

3926 

60 6 1 

88 i 

16 8 

97 

45 6 

89 

35 9 

64 

1 8 

90 

1 6 

162 3 

83 

1927 

63 5 ! 

92 

17 6 

101 

52 1 

102 

53 1 

98 : 

2 0 

100 

1 6 

189 9 

97 

1928 

62 1 1 

90 

17 4 

100 1 

49 4 

96 

48 9 

90 1 

1 9 

95 

1 7 

181 5 

95 

1920 

COO 

87 j 

17 6 

101 

49 0 

96 

52 7 

97 i 

1 8 

90 

1 7 

182 8 

93 

1910 

57 0 

83 

17 5 

101 

45 5 

89 

49 2 

92 : 

1 8 

90 

1 6 

172 6 

88 

1931 

52 4 

76 

16 8 

05 i 

41 8 

82 

44 5 

82 i 

1 6 

80 

1 5 

; 158 5 ! 

81 

1932 

49 2 1 

72 

15 9 

91 

36 8 

71 

40 7 

75 1 

1 4 

70 

1 4 

1 145 3 1 

74 

1933 

49 4 

72 

10 0 

92 

36 6 

71 

40 7 

75 

1 2 

00 

1 i 

jl463 

74 


The foim of rall\^ ay accounts was amended m 1928, and though 
the figures for 1927 have been recompded on the new method, 
it has been possible only to make approximate adjustments for 
the earlier years Nevertheless, if not piessed too far they may 
be used for comparative purposes 

Railway revenue has, it will be seen, fallen by no less than 
26 per cent since 1923, and the fall has been most marked since 
1929 Owing to the General Strike and the coal dispute, 1926 
was, of course, an exceptional year The fall has been more severe 
in the case of passenger traffic and merchandise than in that of 
coal and minerals, though the revenue from the carriage of live 
stock also shows a big dechne The revenue from mails, parcels, 
and goods by passenger tram has been surprisingly well maintained 
Compared with pre-war years the expenditure of the railways 
shows a considerable increase, due in part to the increase in the 
cost of materials, but chiefly to the rise in the level of railway 
wages, which in 1932 were 117 per cent higher than in 1914, 
or allowing for the rise in the cost of living, 51 per cent above 
the pre-war level But since 1924 the expenditure shows a 
considerable reduction, partly owing to the lower cost of materials, 
partly owing to the numerous economies eflected by the companies 
in their mode of working since 1923, and partly, of course, due 
to diminished traffic 

The changes m expenditure and the net revenue of the com- 
panies, both from railways proper and from their ancillary under- 
takings, such as canals, hotels, and docks, are shown in the next 
table 

It will be seen that railway expenditure has been reduced 
almost in proportion to railway receipts The net railway revenue 

N N 2 
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Tabee II 

Expendtture, Eeceipts, and Net Eevenue of the Four Grouped 
Companies 


Year 

Railway 

Expendi- 

ture 

Railway 

Receipts 

Railway 

Net 

Revenue 

Revenue 
from other 
Undertak- 
ings, includ- 
ing Joint 
Lines 

Total Net 
Revenue 


£m 

o/ 

/o 

£m 

% 

£in 

% 

£m 

% 

£m 

% 

1913 

72 0 



114 1 



42 1 



3 1 



45 2 



1923 

166 9 

100 

195 6 

100 

38 7 

100 

6 9 

100 

45 6 

i 100 

1924 

167 7 

101 

193 0 

99 

35 3 

91 

6 0 

87 

41 3 

91 

1926 

166 0 

99 

189 4 

97 

33 4 

86 

6 2 

76 

38 6 

85 

1926 

145 2 

93 

162 3 

83 

17 1 

44 

3 5 

51 

20 6 

45 

1927 

161 8 

97 

189 9 

97 

38 1 

98 

4 5 

66 

42 6 

93 

1928 

146 2 

92 

181 5 

93 

36 3 

94 

4 7 

68 

41 0 

90 

1929 

143 9 

91 

182 8 

93 

38 9 

101 

6 1 

88 

45 0 

99 

1930 

139 6 

89 

172 6 

88 

33 1 

86 

4 6 

67 

.37 7 

83 

1931 

128 5 

82 

158 6 

81 

30 0 

78 

3 4 

49 

33 4 

73 

1932 

121 4 

77 

146 3 

74 

24 0 

62 

2 5 

36 

26 4 

58 

1933 

119 4 

76 

145 3 

74 

25 9 

67 

2 9 

42 

28 8 

63 


of the four grouped railway companies has fallen to 67 per cent 
of the amount in 1923, whilst the net revenue from all sources 
has fallen to 63 per cent of the 1923 amount 

Similar declines in receipts and expenditure aie to he observed 
in most of the European railways, as in those of the United States 
of America, as the followmg table show’s 

Tabes III 

Summary of Receipts and Expenditure Selected European 
Railways, 1929-1933 ^ 


Bailway or 
Country 


Our 1929 1930 , 1931 1932 1933 

rency tnousands thousands | thousands thousands 1 thousands 


Belgian National Belgian 
Bailway francs 

Czecho Slovak Czecho- 

State Bailways Slovak 
crowns 

France Mam Line French 
Bailways francs 

German Bailway Beichs- 


Gt Britain Mam Sterling 
Line Bailways 

Italian State Bail Lire 
ways 

Jugo-Slav State Dinar 
Bailways 

Polish State Bail Zloty 
ways 

Swedish State Bail- Swedish 
ways crowns 

Swiss Federal Bail- Swiss 
ways fiancs 


Bee 3,546,695 
Exp 3,066,823 
Bee 4,888,543 
Exp 4,447,197 


3,528,540 3,090,730 

3,208,358 3,023,944 

4,628,512 4,362,972 

4,521,131 4,183,938 


2,451,978 2,329,917 

2,620,480 2,342,960 

3,490,352 3,135,516 

4,043,031 


Bee 

Exp 

Bee 

Exp 

Bee 

Exp 

Bee 

Exp 

Bee 

Exp 

Bee 

Exp 

Bee 

Exp 

Bee 

Exp 


16,110,042 

12,669,028 

5,353,834 

4,493,496 

182,777 

143,698 

4,980,704 

4,379,832 

2,680,313 

2,688,422 

1,596,906 

1,413,894 

208,130 

158,870 

431,357 

280,382 


16,032,070 

14,159,737 

4,570,317 

4,090,353 

172,618 

139,483 

4,600,066 

4,124,730 

2,655,290 

2,732,332 

1,458,874 

1,331,520 

201,580 

157,370 

420,546 

291,420 


14,584,578 

13,902,798 

3,848,667 

3,622,471 

158,496 

128,541 

3,853,470 

3,573,490 

2,382,009 

2,542,606 

1,293,998 

1,187,036 

181,230 

156,640 

389,450 

283,282 


112,428,809 

12,797,349 

2,934,318 

3,001,084 

145,342 

121,336 

3,345,882 

3,218,465 

1,975,811 

2,069,390 

1,009,126 

936,014 

166,140 

153,290 

342,953 

273,301 


11.707.912 

12.197.912 
2,915,100 
3,063,000 

145,281 

119,355 

3,055,854 

3,190,138 

1,907,456 

1,922,236 

868,000 

810,700 

166,140 

150,170 

335,844 

262,566 


^ By courtesy of Bailway Besearch Service 
Not yet available 
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The railways selected have been chosen to show how the seiious 
fall in receipts has affected countries with widely differing 
characteristics It will be noticed that the fall in receipts on 
the British railways, serious as it is, is not so great as in most 
of the European countries , but it should be lemembered that in 
Great Britain railway receipts had not, as in these countries, 
been using fairly steadily up to 1929 

The effect of the changes in receipts and expenditure on 
British railways has been very maiked First m the numbers 
of staff employed In 1921 the number of staff on the railways 
comprised by the four grouped compames, including the Railway 
Clearing House, was 735,870 This had fallen to 681,778 in 
1923, to 642,137 in 1929, and to 615,592 in 1931 

The effect on railway dividends has, of course, been even 
more marked In 1913, the net revenue earned by the compames 
within the gioups represented 4 41 per cent on all capital The 
return was 4 40 per cent in 1923, 3 96 per cent in 1927, 4 17 per 
cent in 1929, 3 48 per cent in 1931, 2 30 per cent in 1932, and 
2 68 per cent in 1933 

The stocks chiefly affected are, of course, the ordinary stocks 
The average earmngs on ordinary stocks were in 1913, 5 55 per 
cent , in 1929, 3 27 per cent , in 1931, 0 95 per cent , m 1932, 
0 57 per cent , in 1933, 0*77 per cent 

The causes of this decline in railway traffic and railway revenue 
are not far to seek They are industrial depression, the contraction 
of international trade, and the competition of roads, and to a lesser 
extent of coastwise and air transport 

In the case of passenger traffic it is probable that a relatively 
small part of the decrease is due to economic depression, and that 
the bulk of it is due to road competition, including that of the 
private motor-car Thus if we compare 1929, a year of relatively 
good trade, with 1923, m which trade was definitely not as good, 
we find a marked diminution both in the total number of ordinary 
passengers and m the total receipts from them The figures 
are shown in the next table 


Four grouped companies 



1923 

1929 

1929 as 
percentage 
of 1923 

Total number of ordinary passengers 

633 4 m 

589 8 m 

93 

Total receipts from ordinary passen- 
gers 

£65 4 m 

£48 3 m 

87 
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Thug there was a decrease of 43 6 millions in the number of 
such passengers, and of £7 1 milhon in the receipts from them 

Since 1929 road competition has become increasingly severe 
It would seem fair to estimate, therefore, that in 1933 at least 
15 or 16 per cent of the total dechne of 28 per cent since 1923 
IS due to road competition, giving a loss of at least £11 million 
due to this cause 

It IS much more difficult to assess the loss of railway goods 
traffic due respectively to bad trade and road competition Some 
indication may be obtained from a comparison with the Index 
of Production and the Quantitative Index of Imports compiled 
by the Board of Trade These figures have been available since 
1924, and between that date and 1930 the Index of Production 
of manufacturmg industries rose from 100 to 106 3, while during 
the same period the Quantitative Index of Imports rose from 
100 to 111 4 If we make the assumption that in the absence 
of road competition the merchandise and live-stock traffic receipts 
of the railways would have increased in approximately the same 
proportion, say by 6 per cent between 1924 and 1930, these 
receipts would have increased from £516 million to £54 7 million 
in 1930 In 1930, however, they actually amounted to no more 
than £47 3 million, representing, if this argument is valid, a 
diversion of £7 4 million In 1927 there was a general increase 
in freight rates of 7 per cent , and assuming that this did not cause 
a diminution in aggregate revenue, this would mean that the 
loss was the more sigmiicant Since then, however, many rates 
have had to be reduced 

Talnng the passenger and merchandise traffic together, the 
total loss of net revenue to the railways due to road competition 
between 1923 and 1930 may be estimated at not less than £18 
million 

In order to view the position in true perspective, it is necessary 
to digress a little at this point and consider the growth of road 
transport and the causes of its development from the side of the 
motor transport industry 

Since the war the development of motor transport has been 
remarkable Though there were some 307,000 motor vehicles 
in use in Great Britain in 1914, the number had fallen to 189,000 
in 1918, owing to the restrictions of the war period The railway 
strike of 1919, however, greatly stimulated the use of motor 
vehicles and by 1920 the number in use had grown to 551,000 
By 1923 it had soared to 1,131,000 In 1928 it was just over 
2 millions, and it reached 2^ milhons in 1933 
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Up to 1925 the most numerous categoiy of vehicles was the 
motor-cycle, but since that year the number of private motor-cars 
has exceeded the number of motor-cycles Motor-cycles increased 
in number continuously from 373,000 in 1921 to 705,025 in 1929, 
but m 1933 they had decreased to 540,594 

The growth in the number of private motor-cars as at August 3 1 
in each year is shown in the following table 


1921 

242,600 

1928 

877,277 

1922 

314,769 

1929 

970,276 

1923 

383,525 

1930 

1,042,258 

1924 

473,528 

1931 

1,076,128 

1925 

579,901 

1932 

1,118,521 

1926 

676,207 

1933 

1,195,882 

1927 

778,056 




The reduced horse -power tax on private cars, which comes 
into force in 1935, will no doubt serve further to stimulate the 
use of such vehicles 

There has been a similai continuous increase in the number of 
goods-carrymg vehicles, despite the ups and downs in national 
prosperity In spite of the trade depression after 1929 and the 
uncertainties caused by the publication of the Salter Keport, 
the number of goods vehicles has continued to increase The 
next table gives in each year the number of such vehicles in use 
in Great Britain as at November 30, the number hcensed being 
greatest in this quarter of the year 


1923 

183,250 

1929 

325,700 

1924 

212,300 

1930 

340,500 

1925 

234,200 

1931 

352,600 

1926 

259,000 

1932 

360,200 

1927 

282,800 

1933 

379,600 

1928 

301,500 




The last category of vehicle to which it is necessary to direct 
attention is that of Hackney Carriages, comprising taxi-cabs, 
motor-buses, and motor-coaches In this class a noticeable 
feature has been the dechne between 1930 and 1932 This is to 
be explained by the operation of the Road Traffic Act, 1930, 
which imposed restrictions on the use of motor buses and coaches 
The number of hackney vehicles m use in each year in Great 
Britain as at August 31 is given in the next table 


1921 

82,800 

1928 

93,429 

1922 

77,614 

1929 

95,798 

1923 

85,965 

1930 

98,865 

1924 

94,153 

1931 

86,208 

1926 

98,833 

1932 

84,667 

1926 

99,077 

1933 

85,362 

1927 

95,676 




According to statistics contamed in the Reports of the Traffic 
Commissioners the number of passengers carried in pubhc service 
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vehicles was 5,269| millions in 1931 and 5,41 8 J millions in 1933, 
or approximately more than six times the number of passenger 
journeys by rail including season ticket holders The average 
receipt per passenger journey by road was, however, only 2 66(^ 
in 1931, and 2 57d in 1933 The total passenger receipts were 
£58 4 million in 1931, and £57 9 million in 1933 

Apart from such factors as the exhaustion of the railways after 
the war, and the industrial disputes of 1919 and 1926, the striking 
growth of road transport has been due to a variety of factors, such 
as its mobihty, flexibihty, and convemence, a succession of 
technical improvements , the fall m the price of fuel and other 
costs (petrol cost 2^ ll^d in May 1921, but in 1934 it cost only 
Is 5d despite the addition of a tax of Sd a gallon) , and its lower 
charges for certain traffics 

The great convemence of motor transport has been a most 
important factor in the case of the private car The advantages 
of having a vehicle which can be used when, where, and as the 
owner desires are obvious To commercial travellers, salesmen, 
etc , the motor-car is a most valuable help Naturally this de- 
velopment has robbed the railways of much traffic which would 
otherwise have come to them, but which they are unlikely to 
regain The effect is most obvious in the case of first-class traffic 
There must also be a considerable loss of traffic to the railways 
during holiday times On the other hand, there is no doubt that 
a big proportion of road traffic is new traffic which would not have 
developed without the motor-car 

The competition of the motor-bus and motor-coach has been 
most severe on local journeys, short-distance travel, and cross- 
country routes, where the railway station is not so near, or the 
services less frequent, or the timings not so good In these 
circumstances, partly through greater convemence, partly owing 
to lower fares, the motor-bus has established a defimte ascendancy 
and it will be no easy task for the railways to regain much of this 
traffic 

On the goods side the competition of road transport with rail 
has become intensified during recent years Agam, this com- 
petition IS partly a matter of the convemence of road transport , 
but it IS chiefly a question of charges, especially in the case of goods 
placed in the higher classes of the general railway classification 
Bead hauhers have been able to quote low rates for the higher 
grades of traffic without any statutory obligation to carry com- 
modities in the lower grades, such as ores, iron, coal, limestone, 
or road metal Knowing both the standard and the exceptional 
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rates of the railways from any station to any other, they can 
undercut the railways with a lower rate, and fiequently base then- 
charges on the existing railway rate 

Mr W V Wood, a vice-president of the London, Midland, 
and Scottish Railway, has recently emphasised the probable 
effects of such competition It is clear that the two systems 
cannot live together, and ordinary commercial considerations 
will force a levelling downwards of the higher railway rates and a 
levelling upwards of the lower railway rates, if the conditions 
governing the use of the public roads continue as now ” 

The Road and Rail Traffic Act, 1933, which is now coming 
into operation, will no doubt tend to restrict increased competition 
from road haulieis, since before new licences to operate goods 
vehicles may be granted it has to be shown that there is a need 
for them, and the railways have a right to lodge objections 
But it must be remembered that the Act permits what is called 
claimed tonnage ” to all existing operators There can, 
therefore, be no immediate reduction in competition Moreover, 
the issue of C ” licences, that is, licences to those traders using 
road transport in connection with their own business and not 
carrying for others, may not be refused for either new or old 
tonnage, except on grounds of former bad conduct or failure to 
observe conditions But, as stated in the Report of the Royal 
Commission on Transport, 80 per cent of goods-carrying vehicles 
are owned by traders and manufacturers for providing their own 
collections and deliveries, and one effect of the 1933 Act may 
be to increase the number of traders who provide their own 
transport There is here, therefore, a wide margin of goods traffic 
which may be still further lost by the railways, or a similar margin 
that may be won back by them under favourable conditions 

Before the coming of the railways coastwise shipping used to 
be of the greatest importance to British trade, and during the 
mneteenth century it remained a formidable competitor to the 
railways War-time conditions, however, transferred much of 
the traffic to the railways, and even yet coastwise shipping has 
not fully recovered from this set-back 

Nevertheless, coastal shipping is by no means a neghgible 
competitor with the railways, since it is a very cheap form of 
transport It has indeed been described as the British equivalent 
of the inland waterways of the Continent It is particularly 
well suited to the carnage of coal (indeed 60 per cent of the com- 
modities carried coastwise consist of coal), and for the distribution 
of food-stuffs from ocean-going vessels 



546 THE ECONOMIC JOTJENAL [DEC 

Coastwise passenger services operate between London and 
Newcastle, Liverpool and Scotland, wliile goods services are very 
numerous From Manchester, for example, cargo liners sail 
weekly to Aberdeen, Dundee, Leith, Kirkcaldy, Newcastle , and 
twice weekly to London, Glasgow, and Greenock The coastal 
hner services are now utilising road transport to effect collections 
and deliveries, and in this way are able to give direct door-to-door 
services, for which through rates are charged Contamers are 
also being employed 

During lecent years it would seem that the railways have lost 
some of their traffic to the coasting trade In evidence before the 
National Wages Board a year or two ago. Sir Ralph Wedgwood 
stated that the railways had lost the carriage of two milhon tons 
of coal from the Midlands to the South in conseqLuence of the com- 
petition of coal shipped coastwise from Northumberland and 
Fife Coastal shipping rates, he stated, were 16 per cent 
below their pre-war level owing to the severe depression in the 
freight market 

A recent important development in the coasting trade has been 
the evolution of Diesel- engined shallow-draught vessels capable 
of working into the smaller ports of the country Such ships 
are now regularly penetrating to such places as Norwich, Col- 
chester, York, Selby, Lancaster, Bridgwater, Gainsborough, 
Truro, Penryn, Exeter, and Totnes The total number of ships 
engaged in navigating shallow channels has of recent years 
tended to dimmish owing to the “ scrapping of obsolete sailing 
vessels, but, owing to the substitution of power-driven vessels 
of larger size, the volume of trade has tended to increase The 
use of such craft has, for example, transformed Norwich as a port, 
and no less than 30,000 to 40,000 tons of sea-borne coal a year 
are now being earned into Norwich, whereas a few years ago the 
port was little used 

Some of the latest coasting vessels, though of 1,400 tons dead 
weight, have a draught under full load of somewhat under 14 ft , 
and can therefore enter ports formerly used by only the smallest 
coastal liners The ships are fitted with the most modern equip- 
ment for the handhng and stowage of cargo, and are therefore 
independent of the dock facihties — ^formerly a question of con- 
siderable difficulty It IS indeed true to say that the British 
shallow-draught coasting trade is being rapidly revolutionised 

Air transport is the third, and most recent, competitor with 
rail transport Its great advantages are speed and independence 
of the nature of the route traversed, since direct journeys over 
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both land and sea are possible In other countries, notably 
Germany and the USA, air transport competition has been 
severely felt by the railways , but in Great Britain the compara- 
tively short distances have prevented any rapid development of 
internal air transport lines up to the present year The advantage 
of speed is somewhat reduced by the time taken to travel from 
the centre of towns to the adjacent aerodromes In the next 
table statistics are given relating to air transport in this country 
for the years 1929-33 It will be seen that the total mileage 
flown, even for 1933, amounted only to a little more than three 
milhon miles 


Table IV 



1929 

1930 

1931 

1932 

1933 

No of ‘ permanent licensed acio 
dromes at December 81 

36 

60 j 

58 

68 

79 

No of pilot licences current at 
Decembei 31 

Class A 

1,063 

1,708 ' 

2,091 

2,397 

2,611 

Class B * 

207 

252 

315 

369 

441 

Membership of ^Lero Clubs 

Total 

3,873 

5,808 

6,572 

4,629 \ 

4,931 1 

No of members holding Civil 
Pilot’s certificate 

717 

1,270 

1,526 

1,106 t 

1,569 t 

Begistered aircraft (including Im 
penal Airways) 

Total 

600 

846 

924 

981 

1,055 

No on regular services 

28 

35 

35 

42 

60 

Mileage flown for hire or reward on 
regular and non-regular ser\icea, 
passenger and freight traffic (in 
eluding Imperial Airways) 

1,388,000 

1,437,000 

1,604,000 

2,090,000 

8,075,000 


* 25-40 per cent of these pilots hold. “ A ” hcences also 

t These figures are not strictly comparable -with those of the preceding years, since the member- 
ship figures of 7 aero clubs under National Flying Services, Ltd , which ceased to receive Govern- 
ment assistance in July 1932 are excluded 


During the present year, however, great activity has been 
shown in the inauguration of internal air routes In March 1934 
a total mileage of approximately 5,000 route miles, or roughly 
a quarter of the railway route mileage, was contemplated by 
various undertakings taken together Not all these schemes 
may come to fruition Last year the mileage operated over 
regular routes was under 600 route miles In previous years, 
therefore, the railway compames in this country had no occasion 
to take air competition very seriously, but profiting by their ex- 
perience of road transport competition, and to be prepared, they 
obtained air transport powers in 1929 This year they have 
formed a new company — Railway Air Services, Ltd , in conjunc- 
tion with Imperial Airways, Ltd — ^for the operation of internal 
air transport routes 

Expel mients made in the past have not been very encouraging. 
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and last year, for example, the G W K lost over £6,000 on its 
air service between Birmingham, Cardi:ff, and Torquay , while 
in 1930 the City Councils of Liverpool, Manchester, and Birming- 
ham had to subsidise the internal experimental routes of Imperial 
Airways, Ltd 

In the past the best results have been shown where air trans- 
port could take shorter routes than the rail, or routes involving 
a sea passage — e g the air femes between Bristol and Cardiff, 
Hull and Grimsby, Glasgow and Belfast, London and Cowes, 
Thurso and the Orkneys 

In August of this year Railway Air Services introduced a 
route between London, Birmingham, the Isle of Man, Belfast, 
and Glasgow, whereby it is possible to leave Glasgow at 9 15am 
and reach London (Croydon) by 1 30 pm Leaving London 
again at 3 10 p m one could be back in Glasgow at 7 30 p m 

The importance of this year’s developments are due to the 
employment of faster aircraft The machines used in 1930 on 
the Manehester-London route had a cruising speed of 90 miles 
per hour, but to-day the machines which are being employed are 
capable of over 140 miles per hour Another important develop- 
ment IS the utihsation of these services by the Post Office for the 
carnage of mails 

If the new services commenced this year can survive as a 
commercial undertaking, a new era in British transport will have 
been inaugurated But when full account is taken of all the costs 
of operation this is extremely doubtful, unless a subsidy in some 
form IS granted them 

The decline in railway traffic which has taken place during the 
post-war years has been due, as I have said, to a variety of causes, 
including economic depression, the shrinkage m world trade, 
and competition from other modes of transport It is a very 
difficult matter to disentangle the effects of the vaiious causes, 
and no very definite conclusions can be reached on this point 
The effects of road competition are, however, incontestable, 
and the abstraction of traffic by this competitor is reflected in 
the general trends m traffic statistics for general merchandise 
and passenger services during the post-war period 

Fluctuations in national prosperity are clearly indicated by 
variations in the volume of traffic (e g the peaks of 1920 and 1929 
stand out clearly, as does the trough of the great depression), 
and these have affected traffic of all kinds The improvement 
in the internal economic position of the country is definitely 
indicated in the monthly traffic statistics of the past year, but 



1934] 


THE FXJTUBE OF RAIL TBAHSPORT 


549 


it cannot be expected that the prosperity of 1929 can be attained 
until the international trading position improves 

The chronic depression in the old pre-war export industries 
has naturally led to a fall in the traffic provided by them , thus 
even in the comparatively good year 1929 the tonnage of coal, 
coke, and patent fuel carried by rail was only 918 per cent of 
that in 1913 By 1931 this traffic had fallen off by a further 
33 J million tons Now coal traffic has until recently been 
practically immune from road competition, and it is only during 
the past few years that coastwise competition has become some- 
what more severe A considerable fall in other mineral traffic 
since 1913 is obviously due to a similar cause 

General merchandise traffic shows a fall of more than 10 
million tons comparing 1929 with 1913, despite the fact that the 
industrialisation and population of the country have increased 
since 1913 In this case, there is no doubt but that road com- 
petition has been the prime cause of the loss of traffic The 
considerable expansion in the lighter industries of Great Britain 
hardly appears to be reflected at all in railway traffic These 
industries are well suited to road transport, and in fact many new 
factories are now built not at rail-side, but on the mam roads 
and utilise road transport for all their requirements 

As regards passenger transport, the very marked dechne in 
First Class travel from 23 J million journeys in 1913 and 34 J 
million journeys in 1920 to only 17 J million journeys m 1929 is 
no doubt in large part — though by no means altogether — due 
to the increased use of motor-cars The fall in Third Class travel 
(756 million journeys in 1913, 823 million in 1920, and only 657 
milhon in 1929) is due to the competition of the motor-bus and 
motor-coach In estimating the effects of road competition it 
must be remembered that it is not sufficient to measure the 
figures of to-day against those of 1913 The railways have failed 
to obtain their share of the new traffic which has arisen since 
1913 owing to increase of population or from the tendency of 
journeys per capita to increase as the years go by 

The only direction in which rail traffic has definitely held its 
own IS in parcels traffic Season ticket travel by tram, it is true, 
has increased since 1913, but the railways have not gamed a 
proportionate part of the new traffic, which must be very con- 
siderable bearing in mind the trend of population away from the 
centres of towns to outlying districts 

Turnmg next to consider the reasons why traffic hitherto 
1 all-borne has been captured by othei forms of transport, it is 
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obvio-us that the eftects of the war, though they gave the rail- 
ways an advantage over canals and coastwise shipping, were 
responsible for a set-back to railway efficienoy, and thus gave 
road transport an opportunity to develop m its initial stages 
Next the stril^es of 1919 and 1926 resulted m the loss of much 
traffic to the roads and it is certam that much of this was never 
regained The question of relative cost to the user has naturally 
been an important factor m determinmg the distribution of 
traffic as between road and rail, though it has not been the only 
factor For many kinds of traffic, especially those placed m the 
higher classes of the railway classification, road transport except 
over long distances has been cheaper Here we aie faced with a 
fundamental dffierence in prmciple The railways base their 
classification m the mam on the value of the commodity, while 
road transport bases its classification on the cost of the service. 

Helative costs to the user as between road and rail are afiected 
by a variety of considerations such as transhipment, the degree 
of packing required, loading and unloadmg, the possibihty of 
return loads, the volume of the traffic ofiermg, distance, frequency 
of journeys, wage rates, and labour costs 

Road transport generally has the advantage where the haul 
is for short or medium distances, where return loads are avail- 
able, where the articles require careful handhng, or where the 
traffic passes in quantities sufficient for a van or lorry load 
The advantages of road transport m regard to cost are, for 
example, well illustrated m the case of furniture removal, where 
road quotations m the past have often been very much below 
rail The railways are now, however, trymg to regain this 
traffic by means of contamers 

Road transport has definite advantages for local dehveries 
and collections and for transit up to a certam distance, which 
varies with the nature of the traffic On the other hand, beyond 
a certam distance for most kmds of traffic, for transport m bulk, 
and where certam ancillary services have to be performed, the 
lail has a definite superiority 

Cost, however, has not been the only factor m determmmg 
the relative economic spheres of the two forms of transport 
As already mdicated, speed, convenience, and mcidental advan- 
tages have also to be taken mto account The motor vehicle 
IS at the direct com m and of the user , it can readily be adapted 
to suit special requirements, there is a lessened habihty to 
damage and pilferage , prompt service can be given , the goods 
can be loaded and unloaded by men conversant with the special 
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requirements of the business The location of the consignor’s 
or consignee’s premises may be a further factor aSectmg the 
choice of transport methods Agam, the motor vehicle has a 
considerable publicity value for certain traders 

On the other hand, the rehabihty and speed of the railway, 
especially on long distances, give it an advantage The relative 
advantages are well illustrated m the case of perishable com- 
modities Fish traffic, for mstance, which often goes long 
distances, and which must arrive m time for the market, goes 
by rail , fresh fruit, which can be sent direct by road from the 
grower to near-by towns, goes by road Agam, long-distance 
milk traffic m bulk, generally, though not always, goes by rail , 
sort-distance collections from farms or dehveries to neighbourmg 
towns go by road 

In the case of passenger traffic, the road has gained most 
on the short haul Motor-buses can be operated so as to give a 
more frequent service , they can go right into the centre of the 
towns, and they ma}?- pass by the door of the traveller They 
do not require a very heavy traffic m order to prove remunera- 
tive But on the long journey the motor-bus is slow — even the 
long-distance express services m operation just prior to 1930 
were generally competmg with the railways m price only Costs 
were low because of the user obtamed from the vehicles and the 
cheap summer ” tickets had not then been mtroduced Road 
transport cannot deal so successfully with mtensive passenger 
traffic as can rail 

In the case of air transport competition depends almost 
entirely on speed. Air transport m this country shows to the 
greatest advantage where rail transport is slow because of round- 
about routes or where transfer between rail and sea is mvolved 

It must, I thmk, be admitted that until the last few yeai's 
the railways either did not reahse the extent to which road 
transport was likely to develop or, at least, were slow to take 
steps to meet the competition which was arismg Prior to the 
advent of road transport the railways rehed too much on their 
established position They were mclmed to wait for traffic to 
come to them, smce m most cases no other mode of transport of 
equal efficiency was available It is true they employed can- 
vassers, but canvassmg for traffic was not undertaken to the 
same extent or with the same zeal as it is to-day The needs of 
their customers were not made a special subject of study There 
was a tendency to wait for complamt to arise before altermg an 
existmg mode of operation or the kind of service offered, except 
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in those cases wheie an operating economy to the benefit of the 
company was hkely to be efiected Examples are not far to 
seek On the passenger side they failed to see the latent demand 
for a more frequent service of trams at more regular mtervals, 
especially on branch Imes On the goods side they took m- 
sufficient notice of the changes m the needs of traders. Owmg 
to the more rapid changes of fashion, to the necessity of holding 
a greater variety of goods and at the same time keepmg working 
capital low, traders to-day keep smaller stocks of each com- 
modity Eloquently they need to replenish stocks at short 
notice, and consequently demand a more expeditious dehvery 
of small consignments In consequence of these changes, 
merchandise traffic by goods tram has definitely tended to go 
in smaller lots, and m many depots the increase m the number 
of consignments per ton of goods handled has been remarkable 

These demands of the passenger and the trader are admittedly 
expensive to meet The costs of providmg such services with 
the existmg equipment or mode of operation are higher than for 
the kmd of service hitherto rendered by the railways A mono- 
poly holder under such conditions may refuse to supply the 
pubhc with what it wants, but where competition exists a firm 
can only do so at the risk of bemg driven out of business 

It IS true that the Railways Act, 1921, no less than the 
economic depression, made it mcumbent on the railways to efiect 
economies both m their organisation and in their mode of work- 
mg, and, as we have seen, in spite of the high level of their 
wage and certain other costs, they have succeeded m doing so 
to a marked degree Yet I cannot help but feel that in certam 
directions economies have been efiected at the expense of efficiency, 
though not, as the statistics show, at the expense of safety 

Withm the last few years this pohcy has, however, been 
reconsidered A considerable programme of re-equipment has 
been entered upon Lmes are bemg widened, new locomotives 
and rolhng stock are bemg built, and smaller trams at more 
frequent mtervals are bemg run on branch hues There is every 
mdication that this pohcy is to be actively pursued m the near 
future The extension of electrification of lmes is a special case 
m pomt 

Even more noteworthy are the attempts now bemg made to 
recover the goods traffic the railways had lost to road transport 
Braked goods trams have considerably mcreased smce 1928, giv- 
mg a far quicker service from station to station Contamers for 
perishable goods, for furniture, and for special consignments of 
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various kinds are now bemg increasingly provided, and suitable 
wagons built for their conveyance Collection and delivery 
services at terminal stations have also been entirely overhauled 
and improved The dehvery areas have been extended Feeder 
services for the collection of goods by road vehicles have been 
estabhshed m many centres, enablmg the dehvery of goods at 
their destmation to be effected on the day foUowmg that of 
collection The dehvery of goods has also been expedited by 
the estabhshment of raiUiead or radial distribution centres from 
which goods are delivered over wide areas by fleets of motors, 
which thus save the delays of transhipment and quicken dehvery 
Naturally, these new sei vices have taken time to develop, 
and though it is still tiue that m certain cases consignments of 
less than wagon-load amounts are several days on the journey 
from sender to consignee, the average journey time of consign- 
ments on the railways has been greatly reduced 

A considerable change in the methods which the railways 
might adopt m dealing with road competition was brought about 
by the Railway (Road Transport) Acts, 1928, which conferred 
road powers on the railway companies Under these Acts, each 
of the four grouped railways was permitted to own and operate 
road vehicles m any district to which access is afforded by the 
system of the company The railway companies were also 
allowed to mvest in any estabhshed road transport concern or to 
enter mto agreements with any mumcipahty, company, or other 
concern Rates and charges, however, are subject to review by 
the Rates Tribunal on apphcation by mterested parties, and 
notice of any agreement must be given to theMmister of Transport 
Until these Acts came into operation the railways were fight- 
mg with one arm tied The road arm is now free, and the rail- 
ways have already shown that they intend to use it freely, not 
only where it is actually remunerative, but wherever it is felt 
desirable to improve efficiency and effect quickei dehvery of 
goods The hberty conferred on the railway companies by the 
Acts IS very wide, and except m the matter of charges for regular 
services — ^which will, it is likely, be always a mmority of the 
services required — puts the railway companies m a position to 
compete with the road hauher with absolute freedom 

An ideal distribution ’’ of traffic would provide for an 
economically sound division of function between road, rail, and 
other forms of transport, and would take mto account, not only 
the price to the consumer and the cost to the operator, but also 
the ultimate real cost to the community Such an “ ideal ” 
No 176 — VOL XLIV oo 
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<ii7idon of fuuotioix would provide that every passenger and 
every ton of goods would pass by that mode of transport or 
combination of modes which would provide the most efficient 
service at the least cost to the community In this way over- 
lappmg, redundant, or unnecessary services would disappear, 
and each form of transport would convey 3ust those passengers 
and goods for which it was best suited Such a division of 
traffic between the different modes of transport would be deter- 
mmed by the demand of those who requned it and the facihties 
offered by those who provided it, while the mcidence of cost to 
the community should be such as not to mvolve the subsidisation 
of any one form at the expense of the others 

Sir Josiah Stamp, m his Presidential Address to the Institute 
of Transport, exammed this particular problem from the pomt 
of view of expenditure of capital He argued that if all forms of 
transport were subject to one authority, such a body would be 
faffing m its duty if it extended one form of transport — other 
thmgs bemg equal m the matter of service — ^mstead of another 
which would have mvolved less expenditure or given better 
results for the same outlay. But, as he pointed out, under 
present conditions there is no guarantee that any one section of 
transport, m ignorance of the true costs or scientific position of 
the other, may not embark capital on projects which may be 
quickly rendered obsolescent by immment advances elsewhere, 
or alternatively it may fail to embark capital for fear of obsoles- 
cence which m fact does not occur We have, as he pomted out, 
not yet reached the stage where rival forms come together and 
agree that a particular piece of transport development should 
he undertaken hy that form of transport which can do the work 
for least cost takmg mto account any pubhc expenditure mvolved. 
He added that '' Even governmental apphcation of capital to 
transport itself is quite empirical, especially if it has responsi- 
bility for one form and not for another How much more is the 
apphcation of capital by a hundred different agencies ^ 

The difficulties of distributmg traffic on any ideal basis ” 
have been strongly emphasised m the Fmal Beport of the Boyal 
Commission on Transport But as thmgs are to-day/’ they 
ask, ‘‘ IS such a state of affairs, or even any approach to it practic- 
able ^ Who IS to decide, for example, what rail services are 
desirable m the puhhc mterest and what amount of coastwise 
shippmg^ Or what goods should m the national mterest be 
sent by rail, road, canal, or ship « To propound the question is 
sufficient to hrmg home the immense difficulty which it involves/’ 
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They suggested, however, a rough approximation to this 
position in one particular, since they were of the opimon that 
it IS not in the national interest to encourage further diversion 
of heavy -goods traffic from the railways to the roads Such 
further diversions would add greatly to the expenditure on 
highways and tend to make the railways unrcmunerative without 
conferring any commensurate advantage ’’ 

The Salter Committee endorsed this view, and recommended 
that the Minister of Transport should be given power to prohibit 
by regulation (after consulting the Advisory Committee which 
they recommended should be set up) certain classes of traffic 
which are unsuitable for road haulage from being transferred in 
the future to the road They added that there is room for a 
scientific inquiry as to the most economic form of transport for each 
class of goods, having regard to distance and other considerations 

The ideal distribution of traffic could only be brought about 
if it were possible to secure that each piece of transport service, 
by whatever mode of transport it was effected, was charged for 
at a rate sufficient to cover its true cost of production But the 
difficulties of determimng such true costs are very great indeed, 
and especially so in the case of both rail and road transport 
On the railways it is impossible unless one makes large and 
arbitrary assumptions in the division of costs between difierent 
categories of traffic, yet requiring the same permanent way, 
much common equipment, and many common services It is 
equally difficult m the case of road transport — ^as the Boyal 
Commission on Transport and the Salter Conference reahsed — 
if one IS to take mto account a proper share, according to user, 
of the cost of construction and maintenance of roads, the cost 
of signallmg road junctions, the cost of street widemngs in cities, 
and the construction and maintenance of terminal and junction 
stations It would appear that in both cases we can only 
approach the problem by empirical methods The real cost of 
production eludes us 

To what extent is it possible for the railways to find some 
solution of their problem by an alteration of their present 
(statutory) system of charging *2 Such a step is advocated by 
many railway critics at the present time The proposals range 
from a general lowering of rates and fares — ^based on the assump- 
tion that the elasticity of demand for rail transport is such that 
a higher aggregate net revenue would thereby be obtained — to 
schemes involving a revolutionary change in the general structure 
of railway charges 
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Prof Pigou, m his Economics of Welfare, makes a careful 
analytical examination of the contrasted methods of charging 
according to value of service and cost of service, and comes to 
the conclusion that the latter mode of charging would bring 
about a better distribution of national resources and thereby 
increase national welfare But his argument is by no means 
clear, nor does he indicate how the system could be carried out 
in practice He admits that to apply the system would involve 
a number of dehcate adjustments, since rates would have to 
vary with the incidental costs attaching to each service, and 
with the time at which it is provided in relation to the peak 
of the load To provide foi these adjustments would often be, 
as he again adimts, a very difficult matter, involving costly 
techmc[ue and account-keeping Eventually, he compromises by 
stating that it is a matter of how near to the ideal of cost of 
service it is desirable to approach, and of determimng at what 
point the advantage of getting closer to cost of service is out- 
weighed by the complications, inconvemences, and expense 
involved in doing so Moreover, there is the point that any 
change-over to a system of charging based essentially on cost of 
service would cause a very considerable disturbance in the 
present distribution of economic resources and activities Various 
economic equilibria have been established on the basis of the 
present system of charges — e g location of plants, organisation 
of the heavy industries, etc , all of which would be disturbed 
by such a fundamental change The matter is, for example, 
linked up with our present export mdustiies, since m the past 
the mainstays of our export trade have been the coal, iron, 
steel, heavy chemical, and heavy engineering industries, all of 
which obtain the advantage, under the present system of differ- 
ential charging, of low railway rates Obviously, a change of 
such magnitude would create great opposition from many people 
who would fear that their position would be adversely affected 
There is, indeed, httle doubt that public opimon would strongly 
resent any sweeping changes On the other hand, should the 
nature of our export trade change in character in the future or 
should we develop our home markets at the expense of our 
exports, there would probably be less opposition to the change 
Nevertheless, as Mr Wood has indicated, some change in the 
structure of railway charges must be made, unless the competi- 
tion between rail and road transport is put on a more equitable 
basis, or their competitive supeiiority in given cases can be 
more clearly estabhshed 
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Prof Pigou has emphasised the importance of the time factor 
in relation to peak loads , but it is also necessary to consider 
the load factor itself Some advocates of railway reform, such 
as Mr M F Pariar, have based their proposals on a considera- 
tion of this factor It must, I think, be admitted that the 
load factor, both in relation to time and volume of traffic passing 
in a given consignment or on a given section of line, is of con- 
siderable importance The influence of this factor is already 
seen at work in current railway practice For though railway 
rates are based m the mam on the value of the service, other 
factors are also taken into account An example of the influence 
of the time factor is that of reduced fares on certain suburban 
routes for traffic outside the peak hours The load factor is 
also taken into account m “ minimum consignment ” rates, 
the rate for small consignments, and in those special or excep- 
tional rates which are granted in consideration of the traffic 
passing in bulk — e g full wagon or full train loads 

The question is how far could the practice of charging accord- 
ing to the load factor be extended with advantage Costs to a 
railway are at a mimmum when its capacity is fully employed 
It could, I think, be argued that charges should be varied accord- 
ing as the particular demand for transport services increases or 
dimimshes the load factor If certam traffics involve only the 
partial utihsation of equipment which nevertheless has to be 
provided — e g traffic passing in less than full wagon or full 
train loads, provision of additional terminal facihties, etc — then 
it might be said that the charges should be higher than for 
traffic which gives a better utihsation of eqmpment 

In the somewhat analogous case of electricity supply, it is of 
interest to note that charges are more and more bemg based on 
considerations relatmg to the load factor Electricity cannot be 
stored economically Hence any demand that comes on at a 
peak hour has, so to speak, to have part of the capital of the 
generatmg machinery allocated to it But if a new demand 
came on only between peak hours, this allocation would not 
be necessary 

It IS conceivable that the system of railway chargmg accord- 
mg to the load factor may be taken more mto account m the 
future, but it is difficult to see how it could be apphed as a 
universal method It is stiH more difficult to see how it could 
prove a solution of the problems to-day confrontmg the rail- 
ways Road competition alone, and perhaps that of air trans- 
port m the future, not to mention the mcreasmgly retail character 
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of trade, would wreck any attempt to enforce a rigid adherence 
to this prmciple- 

I see, therefore, no real solution of the problem along eithei 
of these hues* Meanwhile, there is considerable diversion of 
traffic from a more economic to a less economic mode of transport 
How IS this to be prevented ^ 

In a noteworthy article m the Economic Journal, Jime 
1922, on Communication Costs and their Interdependence,’’ 
the late Six Wilham Acworth drew attention to the uneconomic 
diversion of traffic which may occur when one form of traffic 
IS subsidised by the State ‘‘ There is,” he said, “ a real dis- 
tmction between the cost of providmg a means of communication 
which IS of general — or at least of wide — ^pubhc benefit, and the 
cost of its use, which normally benefits only the particular user ” 
If, however, m one case the user, whether passenger or trader, 
has to pay the whole cost of his use, mcludmg the cost of pro- 
vidmg and mamtammg the speciahsed road as well as the actual 
conveyance cost, whilst m another use he is called upon to pay 
either a conveyance cost only, or the cost of conveyance plus some 
of the cost of mamtenance of the roadway, uneconomic diversion 
of traffic from one mode of transport to another is hkely to 
occur He quotes numerous mstances of such diversions of 
traffic, not merely from railways to roads, but also from railways 
to canals or coastwise shippmg 

If it be reasonable to charge upon the user of a macadam 
road the cost of use only, there seems no a prion reason why a 
similar pohcy should not be adopted m the case of a railroad ” 
He foresaw, however, the very great difficulty there would be 
in apportionmg the cost of construction and mamtenance to the 
users of the roads or other mode of transport In the case of 
the roads, even if the capital cost mcurred up to a given pomt 
were ignored — as, m fact, the Salter Committee later proposed 
that it should be — ^it would be a task of well-nigh msuperable 
difficulty to work out a new scheme of tolls or hcences which 
would apportion the remammg costs even approximately and 
with only rough justice as between the many different classes 
of users 

His plea, therefore, is that the cost of construction of com- 
mimications — usmg the term m a broad sense — ^together with 
the annual cost of their mamtenance should be a State charge, 
undertaken m the economic mterests of the whole community 

The adoption of such a policy would mean not only a drastic 
revision of the present system of road taxation, but also the 
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handing over of the permanent way of the railways at a fair 
valuation to the State, which would then become responsible 
for its maintenance 

The difficulties of getting pubhc opimon to approve such a 
scheme are obvious, and were fully recogmsed by Acworth him- 
self The railways are private enterprises, and the suggestion 
that the taxpayer or ratepayer should be called upon to pay 
any part of the cost of construction and maintenance even of 
new hnes, much more of lines constructed in the past, would 
come as a shock ” to the average Englishman, though both in 
Pans and New York this has, in fact, been done in the case of 
urban hnes This would be the first difficulty Nor is it hkely 
that pubhc opimon would be won over by the fact that both in 
this country and in the USA laws have been passed hmiting 
the profits which railways may earn to a reasonable return on 
their invested capital 

But there is a further difficulty It is obvious that if the 
railway compames were reheved of this part of their cost of 
operation, railway charges could be very greatly reduced The 
capital expenditure of the four grouped companies to December 
31, 1933, on the hnes open for traffic or under construction 
amounts to £795 milhon Interest on this sum at 4 per cent, 
would amount to £31 8 million Maintenance of way and works 
amounts to £16 8 milhon Though a considerable reduction 
would have to be made from both these items m respect of works 
which are not part of the permanent way, it is clear that the 
railways would be able to make sweeping reductions in their 
charges and yet earn their full standard revenue as fixed by the 
Hallways Act, 1921 

But would this in itself secure that economic distribution of 
traffic, both of passengers and goods, as between competing 
modes of transport, which is the distribution desired ^ Though 
it would remove some glaring mequahties, as between road and 
rail, it would not really effect the object Acworth had in noind 
The cost to the State in providing and maintaining the com- 
mumcations for each mode of transport might easily prove to 
be heavier for a umt of transport work undertaken by one mode 
of transport than by another Nor is it easy to see how the 
State might so adjust the scales that traffic — Shaving regard to 
the kind of service required — ^would pass by the most economic 
method In the absence of such adjustment the economic loss 
to the commumty would be considerable 

Whilst, therefore, we can agree with Acworth that ^‘it is 
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incumbent on the Government so to shape its pohcy as to 
encourage that means of communication which in each case is 
on the whole the most economical to the community at large ” 
and that to permit individual users to employ a means of 
commumcation which, though the total cost is greater, is cheaper 
to them because they can impose on the taxpayer or ratepayer 
a portion of the cost is economically unsound,” yet we cannot 
but feel that a solution of the problem is not to be found along 
the lines he indicates 

Nor do I think a solution is to be found in an attempt to 
bring about some rational and economic division of traffic as 
between rail and road, as was advocated by Mr G Walker in 
his paper to this Section at Leicester last year Under his scheme 
the railways would be considered not as a whole but by sections, 
distinguishing those sections which could and those which could 
not be worked profitably under a revised scheme of charges 
dictated not by adherence to the general railway classification, 
but by the exigencies of the situation, the charges being higher 
where the traffic is hght than where it is heavy The profitable 
hnes would thus, he claimed, be able to earn a reasonable net 
revenue The unprofitable hnes would be closed down and their 
capital cost written off The areas of the latter would then 
become entirely dependent on road or other modes of transport 
It is even asserted that, of the 20,000 route miles, as much as 
10,000 miles might have to be closed, and that, in fact, the only 
hnes to be kept open might be the main hnes between large 
towns 

The adjustment required from the road transport industry 
would be equally drastic Under such a scheme it would be 
required to serve only those routes, or areas, where traffic is 
both light and irregular, and where return loads are not by any 
means certain Each mode of transport would have a virtual 
monopoly in its own area 

It IS hardly necessary to dwell on the opposition which such 
a division of traffic would call forth not only from the railways, 
but from the road hauhers, and, more important still, from the 
traders It is sufficient criticism of such schemes to say that 
they fail to take account of the great diversity in transport 
needs, and in the most economic methods of meeting them As 
modern practice is increasingly showing, a combination of rail 
and road transport is often the most efficient and economic 
method of meeting a given demand, particularly in the case of 
small consignments the delivery of which is urgently required 
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Moreover, it would entail carrying by road in certain areas, 
traffic for vbich road haulage is unsuitable and uneconomic, 
or in other areas sending goods by rail for which rail transport 
cannot give the kind of service required 

It IS not, therefore, by division into aieas or spheres that 
the problem can be solved Both rail and road transport are 
necessary m all areas, except those of very sparse population 
The decision as to which shall be employed for a given piece of 
transport must be decided by relative efficiency and relative 
cost m meetmg the demand The two modes of transport must 
in this sense necessarily be in constant competition with each 
other , and it is desirable that they should be so The real 
problem is whether those costs can be sufficiently nearly deter- 
mmed m any case to decide which is the more economic 

A new phase m the competition between rail and road trans- 
port has aiisen as a result of the Boad and Rail Traffic Act, 
1933 Under Section 37 of Part II of this Act, a railway company 
may, subject to the approval of the Railway Rates Tribunal, 
make such charge or charges for the carriage of the merchandise 
of any trader as may be agreed upon by the Company and the 
trader Such agreed charges ’’ must, however, not be approved 
by the Tribunal if the object may, m its opmion, be secured, 
havmg regard to all the circumstances, by the grant of appropriate 
“ exceptional rates ” as provided for m the Railways Act, 1921 
Moreover, it is important to note that a railway company m 
respect of an agreed charge ” is exempt from the obhgation 
to make equal charges to all persons under hke circumstances, 
and from the obhgation to accord no undue preference to any 
person or firm The consequences of this to traders wiU be 
considered later 

Already over 500 apphcations for agreed charges ” have 
been made on the goods side alone, and a large number have 
been sanctioned by the Tribunal Judgmg from the number of 
mquixies received by the railways, this system of agreed 
charges,^’ which may take the form of a flat rate on all the traffic 
of a firm, urespeotive of distance or the diverse nature of the 
goods, would seem to ofier defimte advantages to a number of 
traders The agreements so far made mclude a provision that 
the trader should hand to the railway the whole of his traffic 
to which the agreed charges ” are apphcable In one case — 
one of the greatest mterest — ^the charge is based not per 
package ” or per ton,” but on an ad valorem basis of 4J per 
cent of the total value of the goods purchased by the trader 
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Such a basis of charge, whilst not unknown in the case of road 
haulage, is a distinct innovation m the case of railways It is 
obvious that these '' agreed charges may help to reduce account- 
mg and clerical costs both to the trader and the railway com- 
pany But to the railways the mam advantages are that they 
wiU secure additional traffic and ehmmate the risk of further 
diversion to road transport The provision m the Act of 1933, 
which made these charges legal, was inserted as a result of an 
adverse judgment by the Bailway Bates Tribunal in 1932, m 
the celebrated Bobmson Case,’’ when an agreed charge m the 
form of special exceptional rates proposed by the Great Western 
Bailway was refused on the ground that these were not new 
exceptional rates withm the meaning of the Bailways Act, 1921 
The Act of 1933, therefore, reheved the railways of a statutory 
hmitation which did not apply to their road transport competitors 
If the number of successful apphcations for ‘‘ agreed charges ” 
is any mdication, it would seem that this new system of charg- 
mg IS hkely to be considerably extended, especially m the case 
of the larger traders It is a development of the utmost sig- 
nificance m the history of rail and road competition The 
system of differential chargmg prescribed by Parhament m the 
earhest Bailway Acts, and contmued m successive Acts, had 
already been seriously undermined by the great extension of 
“ exceptional rates,” despite the attempt in the Bailways Act, 
1921, to reduce their number by the device of mcreasmg the 
number of classes m the general railway classification from 
8 to 21 Agreed charges ” are a still greater departure from 
the prmciples of that classification 

The result of a large extension of the system of “ agreed 
charges ” wiU undoubtedly be stiU greater competition with 
road hauhers, and much of this cannot fail to be extremely 
wasteful to the community But the effect on traders generally 
IS even more serious If the railways make mdividual contracts 
with particular traders, others m the same hne of busmess will 
no longer be able to rely, as they have been able m the past, 
on non-preferential treatment The appropriate flat rate to one 
trader may, owing to the different nature or scale of his busmess, 
be higher than the flat rates to one or more of his competitors 
Hitherto, except m certam cases where the quantity of traffic 
forwarded has differed considerably, he has been able to rely on 
the fact that fShe of his costs — ^his costs of transport — is identical 
with that of the others m the same place m competition with 
him This may no longer be the case m rail rates, just as it 
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has not necessaiily been the case with road transport charges. 
That the traders realise the consequences of this is clearly seen 
in the evidence given by them and various trade organisations 
m the course of the heaiing of the Kobmson and Woolworth 
apphcations for agreed charges 

The traders are, m reahty, on the horns of a dilemma They 
cannot ask that the railways should he tied to their former 
methods of chargmg while they themselves are free to choose 
road transport when it suits them to do so, and at the same 
time to fall back on rail transport when it does not suit them, 
or when it is more expensive to use the roads In the past the 
traders have had the best of two worlds by utihsmg road trans- 
port for the dehvery of their high-valued manufactured products 
and rail transport for their coal, raw materials, and even returned 
empties 

What then is the solution of the problem *2 How can the 
tradei’s position be best safeguarded and at the same time 
wasteful competition between road and rail be mmimised — a 
competition which wiU become more intense with the extended 
use of agreed charges ^ How can the real needs of the country 
m the way of transport be best and most economically met ^ 

It would be a foohsh and retrograde solution to suggest — 
though this has secured approval m certam countries where 
State railways have been protected by the governments — ^that 
the great advantages accruing from the development of road 
transport should be forfeited m the mterests of the railways 
These advantages should be secured to the community except 
where they are clearly uneconomic m character. The railway 
companies m effect admit this, as is shown by their own mcreas- 
ing use of road transport either alone or m conjunction with the 
rail, not only m those cases where they have to meet road com- 
petition, but m cases where this method gives a better or more 
economic service 

The best solution that I can see is that the railways should 
cease to be regarded as merely railway companies — ^which as a 
matter of fact they have long ceased to be, as witness their 
numerous and well-developed ancillary undertakmgs such as 
hotels, docks, canals, housmg estates, associated air and road 
transport services, and numerous other undertalmigs They 
should come to be regarded as transport companies, undertakmg 
a given piece of transport by that means or combmation of 
means which appears to them (however impossible it is to ascer- 
tam real relative costs) to be the most economic and, at the 



THE ECONOMIC JOIJBNAE 


564 


[dec 


same time, most suited to meet the real demand of the traveller 
or trader 

But this solution would mean the absorption of road passenger 
and goods services — ^where undertaken for hire or as pubhc 
services and not performed by a firm for the transport of its 
own commodities — ^by the new transport companies ’’ There 
would naturally be much opposition to this solution, and pubhc 
opmion would have to be educated 

This, however, is the solution of the problem which has been 
adopted by the Irish Free State The Transport Act, 1933, of 
the Irish Free State provides, sub3ect to the approval of the 
Minister of Transport, for the compulsory acquisition of all road 
transport agencies by railway or shippmg companies 

It IS significant, too, that a similar solution has been recom- 
mended by Sir Fehx Pole m his Beport of July 21, 1934, to the 
Government of Northern Ireland, who had requested him to 
submit recommendations for co-ordmatmg road and rail trans- 
port m that country He advises the formation of a Hoad 
Transport Board to mclude aU road transport services, both 
passenger and goods Further, he recommends that the Board 
should be compelled to pool its revenues with the railway com- 
panies He was deterred from recommendmg a smgle Transport 
Board, combmmg both rail and road transport, only because 
this would mvolve special difficulties due to the fact that six of 
the railway companies operate both m Northern Ireland and 
in the Irish Free State Sir Dawson Bates, the Mmister for 
Home Afiairs, has smce announced that the Government have 
decided to adopt the mam prmciples of Sir Fehx Pole’s report 
“ The Government,” he said, have come to the conclusion that 
the only practicable method of achievmg the object we have m 
view IS to brmg the two systems of transport mto partnership 
with a common financial mterest, and to get them to work together 
mstead of agamst one another, so that the best features of both 
may be used m one system ” It is understood that the necessary 
legislation will be mtroduced m the sprmg session of Parhament 
The formation of the London Passenger Transport Board was 
also a step m the same direction, though, as its name imphes, 
it IS hmi ted for the most part to the carriage of passengers only 

If the scheme proposed as a solution, namely, the formation 
of “ Transport Companies,” were adopted, it might also be 
necessary to include air transport operatmg on mternal routes 
But this should not be difficult, smce the railways, as we have 
seen, already have an mterest m some of these services 
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In this way all the means of land transport would come 
under unified management, leavmg competition only between 
land transport and canal or coastwise traffic This is probably 
capable of bemg distributed on a more economic basis under 
competition than in the case of road and rail, and it could 
therefore be left to the forces of competition It would thus be 
left to the transport company to decide whether a given piece of 
transport should be effected by rail or by road, or by a com- 
bmation of the two, but with due regard to the service req[uired 
by the community Obviously it would be to its own mterests 
to effect it by the most economic method Its own net revenue 
will be dimmished by mistaken methods And though, as we 
have seen, it will still be impossible for it to work out exact costs 
of operation, either for rail or road, it should be able to do so 
approximately on cert am general assumptions based on experi- 
ence, and m this it will be appreciably helped by the fact that 
both methods of operation are withm its own control 

This solution mvolves, of course, a considerable degree of 
monopoly The fact has to be recognised But it should be 
remembered that m this matter transport would only be adopt- 
ing m its own special way the method of rationahsation that 
has had to be apphed m different ways and m different degrees 
to other mdustries 

The mterests of the commimity could be safeguarded The 
prmciple of limitation of profits could be apphed to the new 
transport companies as it was apphed to the railways in the 
Hallways Act, 1921, and as it is apphed to other pubhc utihty 
undertakings Provision would have to be made so that the 
companies would share m mcreased profits or reduced costs due 
to greater efficiency of operation 

The mam difficulty would, of course, be to ensure that the 
monopoly companies should be kept to a high degree of efficiency, 
and that they should contmue to meet m a satisfactory way 
the real and ever-changmg transport reqmrements of the com- 
munity This might be effected by a transformation of the 
Railway Rates Tribunal, which no longer performs any vital 
function, mto a statutory body charged with the express duty 
of seemg that the transport compames are workmg with due 
economy and efficiency and at the same time meetmg the reason- 
able and legitimate demands of the travellmg pubhc and those 
engaged m mdustry and trade Such a body should have power, 
with certain safeguaids, to compel a reluctant company to 
institute a change m its services or methods of operation There 
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would remam, too, a certain check on efficiency, since it is not 
proposed to restrict the use of private motor-cars or traders in 
the use of their own road vehicles for the purposes of their own 
business 

Despite the development of the new forms of transport, rail- 
ways still remain the backbone of the transport services of the 
country They are likely to remam so for many years to come 
They are still the most econoimc mode of transport for many 
purposes But to meet modern requirements they need to be 
supplemented by other modes of transport This, I venture 
to thmk, can be done most effectively and economically when 
the different modes of transport are under one management 

H M Hallswohth 



THE ‘^NEW BEAT” IN THE UNITED STATES 


I. The Agbioxxltxjiial. Adjustment Act Pbinciples, 
Pbaotices and Pboblems 


The central thesis which -united the framers of the basic 
legislation of the New Deal was the conviction that economic 
revival depended -upon the generation of purchasing power 
It was an article of faith of the framers of the Agricultural Ad- 
justment Act that one of the primary causes of the economic 
impasse was the destruction of the farmers’ purchasing power 
This, the framers of the Act held, was due to the catastrophic 
fall in agricultural prices 

The framers of the Act had passionately asserted for years 
that it was necessary to restore the price level of agricultural 
commodities if the American farmer was once more to become a 
customer of any significance for American industry They had 
pomted out without ceasing the ridiculousness of makmg inter- 
national loans which could never be repaid in order to maintain 
and expand the foreign market when the great natural market 
of the American farm population was dwmdlmg steadily away 

The opponents of the Act argued agamst the prmciple of raising 
the price of farm products that it would be only the labour of 
Sysiphus, smce if agricultural prices were raised, the cost of living 
would be increased, wages and other manufacturmg costs would 
also increase, the prices which farmers paid for industrial products 
would rise, and the farmer and everybody else would be no better 
o:ff than before The framers of the Act believed, on the contrary, 
that if the purchasing power of farmers were increased, this would 
not cause the price of a strictly limited quantity of industrial 
products to rise, but would primarily express itself in an enlarged 
output of industrial goods by productive factors otherwise un- 
employed, so that an important net gam m national income would 
be realised 

The framers of the Act knew, furthermore, that the portion of 
the consumer’s dollar which went to pay transportation, pro- 
cessing, and merchandismg of farm products had increased when 
the price of agricultural commodities declmed In the case of 



568 


THE EGOHOMIC JOTJBNAE 


[dec. 


wheats for example, the price charged by the railroads, the millers, 
and the bakers for their services in the process of changmg wheat 
into bread, had been reduced very little during the period of declme 
m farm prices ^ The precipitous fall in the price of wheat had 
meant only a very modest decline m the price of bread It was 
argued, therefore, that if the declme in agricultural prices had 
resulted m a very small savmg to the consumers of agricultural 
products, raising the price of agricultural products would not 
greatly increase the cost to the consumers of these products 

Beyond this, the framers of the Act knew that the burden of 
fixed cost due to interest on mortgages and to taxes would be 
materially lessened by an mcrease m the price level even if the 
prices of industrial products rose in like proportion Conse- 
quently, the framers of the Act were convmced that the Agri- 
cultural Adjustment Act, if it resulted m higher prices to farmers, 
would have a definitely stimulatmg effect on busmess 

Even m the case of those commodities where mcrease m the 
price paid to farmers would cause a substantial mcrease m price to 
the consumer, the framers of the Act mamtamed that farmers had a 
right to returns which would enable them to share m what had 
come to be considered the American standard of living Farmers 
believed that consumers of their products had been gettmg these 
products at less than a just price In the case of pork products, 
for example, a material mciease in price to the farmer would mean 
also a noticeable mcrease to the consumer, for in this case the price 
paid to the farmer is relatively a substantial part of the price paid 
by the consumer The farmer felt, however, that the consumer 
had been gettmg pork in recent years at a price which did not give 
the farmer decent wages For all these reasons the framers of 
the Act were determined to carry out a policy of raismg the level 
of farm prices 

This policy IS expressed m section 2 of that Act, which is as 
follows 

It IS hereby declared to be the policy of Congress — 

(1) To establish and mamtam such balance between the 
production and consumption of agricultural commodities, 
and such marketmg conditions therefor, as will re-establish 
prices to farmers at a level that will give agricultural com- 
modities a purchasing power with respect to articles that 

^ The wheat producers’ share of the retail bread price fell from 19c per lb 
m 1928 to 0 6 c per lb m October 1932 The share retained by bakers, millers, 
and transporters fell from 7 2c to 6 1 c during the same period 
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farmers buy, eqmvalent to tbe purchasmg power of agri- 
ciilbnral commodities m tbe base period Tbe base period 
in tbe case of all agricultural commodities except tobacco 
shall be tbe pre-war period, August 1909-July 1914 In tbe 
case of tobacco, tbe base period shall be tbe post-war period, 
August 1919-July 1929 

(2) To approach such equality of purchasing power 
by gradual correction of tbe present inequalities tberem 
at as rapid a rate as is deemed feasible in view of the current 
consumptive demand m domestic and foreign markets 

(3) To protect tbe consumers’ interest by readjustmg 
farm production at such level as will not mcrease tbe per- 
centage of tbe consumers’ letail expenditures for agri- 
cultural commodities, or products derived therefrom, vhich 
IS returned to tbe farmer, above tbe percentage which was 
leturned to tbe farmer in tbe pie-war period, August 1909— 
July 1914 ” 1 

II 

In order to effectuate tbe declared policy, tbe Secretary of 
Agriculture was given far-reacbmg additional powers, among 
them tbe following 

(1) To provide for reduction m tbe acreage or reduction in 
tbe production for market of basic agricultural commodities 
through agreements with producers and to provide for rental 
or benefit payments m connection therewith 

(2) To advance a percentage of any benefit payment on tbe 
security of stored basic commodities 

(3) To enter into marketing agreements with processors, 
associations of producers and others engaged m tbe bandbng of 
any agricultural commodity or product of such commodity, such 
agreements to be exempt from tbe anti-trust laws 

(4) To issue licences permitting processors, associations of 
producers and others to engage m tbe handling of agricultural 
commodities or their products Tbe Secretary of Agriculture 
was given tbe power to suspend or revoke such licences for viola- 
tion of the terms or conditions of tbe agreements 

^ The Agriciiltural Adjustmeat Act constitutes title 1 of the Act (H E 3835) 
approved May 12, 1933, entitled “ An Act to relieve the existing national economic 
emergency by incmasing agricultural purchasing power, to raise revenue for extra- 
ordinary expenses incurred by reason of such emergency, to provide emergency 
relief with respect to agricultuial indebtedness, to provide for the orderly liquida- 
tion of joint-stock land banks, and for other purposes ’* 4=8 Stat 31 , as amended 

June 16, 1933, ch 90, 48 Stat 195, 210, sec 221, and ch 98, 48 Stat 257, 273, 
sec 86 
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(5) To require any licensee under these sections to furmsk 
reports on quantities and prices of agricultural commodities or 
their products bought and sold, as well as reports on trade practices 
and charges, and to keep whatever systems of accounts might be 
necessary for carrying out the purpose of the Act 

(6) To levy processing taxes on basic agricultural commodities ^ 

(7) To use funds derived from processing taxes not only to pay 
rental and benefit payments to producers who agreed to reduce 
production, but also for the expansion of markets for agricultural 
commodities and for the purchase and disposal of surplus agri- 
cultural products 

The Act provides a mechamsm for raising the price of certain 
enumerated basic commodities primarily through the device of 
so-called benefit payments to farmers who co-opeiate in leducing 
production out of funds to be obtamed from processing taxes 
levied on the first processors of the enumerated basic commodities 
The commodities which were specifically denominated as basic 
in the original Act were wheat, cotton, field corn (maize), hogs, 
rice, tobacco, and milk and its products Actually prooessmg 
taxes were placed upon only five of the basic commodities, namely, 
cotton, wheat, corn, hogs, and tobacco ^ The circumstance 

1 In the words of the Act 

“ The processing tax shall be at such late as equals the difference between 
the current average farm price for the commodity and the fair exchange value 
of the commodity, except that if the Secretary has reason to believe that the 
tax at such rate will cause such reduction in the quantity of the commodity or 
products thereof domestically consumed as to result m the accumulation of 
surplus stocks of the commodity or products thereof or in the depression of the 
farm price of the commodity, then he shall cause an appropriate investigation 
to be made and afford due notice and opportunity for hearing to interested 
parties If thereupon the Secretary finds that such result will occur, then the 
processing tax shall be at such rate as will pi event such accumulation of surplus 
stocks and depiession of the farm price of the commodity In computing the 
current average farm price in the case of wheat, premiums paid producers for 
protem content shall not be taken into account 

“For the purposes of Part 2 of this title, the fair exchange value of a com 
modity shall he the price therefor that will give the commodity the same pur 
chasmg power, with respect to articles farmers buy, as such commodity had 
durmg the base period specified in section 2 , and the current average farm 
lirice and the fair exchange value shall be ascertained by the Secretary of Agri 
culture from available statistics of the Department of Agriculture ” 

2 The Act was amended in the last session of Congress to include beef and 
dairy cattle, sugar, peanuts, rye, flax, barley, and gram sorghums as basic com 
modities Processing taxes and benefit payments have now been provided for 
sugar and peanuts The rate at which benefit pajunents are made to contract 
signers naturally differs from the rate at which processing taxes are collected 
by the Treasury To date, however, the data indicate that processing taxes 
will provide sufdcient revenue to meet all benefit payments which have been 
contracted 
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that only a small proportion of corn is processed and that by far 
the largest amount is fed to hogs by the growers, necessitated 
placmg corn and hogs in a jomt category so that processing taxes 
derived from the sale of pork products are used as a source out 
of which benefit payments are made to corn farmers vho par- 
ticipated in the programme 

In essence the benefit payments made out of processing taxes 
are additions to pi ice which accrue only to those farmers who 
co-operate in reducing production Farmers, by this means, are 
induced to reduce production since they cannot afford to forgo 
these rewards It was intended likewise to furnish a mechanism 
so that the price of the commodity on the internal market could 
be raised to the desired point without destroy mg the competitive 
position of the commodity on the foreign market at the same time ^ 
It was only, however, for the crop year 1934 that the mechanism 
of the processmg tax and the benefit payments could get adequately 
into operation, although emergency programmes were carried 
out for the 1933 crop The measures taken to reduce the cotton 
crop of 1934 will serve as an illustration of the way m which the 
mechanism operated 

About one million individual contracts were signed between 
the Secretary of Agriculture and cotton-growers ^ By the terms 
of the contract, the grower of cotton agreed to reduce his acreage 
of cotton for the year 1934 by an amount not less than 35 per 
cent and not more than 45 per cent of his five-year average 
acreage This the giower did by leasmg to the Secretary of 
Agricultuie the acres on which he agreed not to plant cotton 
The cotton pioducer specified in the contract the exact reduction 
in numbers of acres which he agreed to make At the same time 
the producer agreed to i educe his plantmg of cotton in 1935 by 
not more than 25 per cent of his five-year average acreage in 
case the Secretary of Agriculture should proclaim his intention 
of contmumg the cotton acreage reduction plan for 1935 

The producer agreed m addition not to increase the total 
acreage planted to all crops after deductmg the contracted 
reduction m cotton acreage, not to mcrease his acreage m any 
basic commodity as designated m the Act, and not to increase 

This was the principle of the so-called “ domestic allotment plan,” upon 
which the present Act is essentially based There is no processing tax on 
exported commodities The processmg taxes are intended to supplement the 
domestic price so that the farmer will receive a total return per umt for the 
portion of his crop sold domestically equal to that of 1910-14 

2 A total of about three million contracts covering the production of cotton, 
wheat, corn-hogs, and tobacco were signed 


PB 2 
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the ntimber and kind of live-stock designated as a basic commodity 
m the Act The producer likewise agreed to use the acres rented 
to the Secretary only for soil-improvmg crops, erosion-preventing 
crops, food crops for consumption by the producer on the farm, 
or for fallowing, or for such other uses as might be permitted by 
the Secretary or his authorised agent 

Furthermore, the grower of cotton agreed to carry out the 
reduction m acreage in such a way as to maintain a normal number 
of tenants and other employees, to permit tenants the use of an 
adequate portion of the acres rented to the Secretary to grow 
food and feed crops for home consumption and for pasturage 
for domestically used live-stock, and to permit tenants the use 
of work animals and equipment on these acres in exchange for 
labour These provisions in regard to tenants are peculiar to 
the cotton contract and are due to the particular relations between 
landlords and tenants in the South 

In return for undertaking these obligations, the cotton pro- 
ducer was to receive from the Government a payment which 
would amount on the average to about cents per pound on the 
cotton which would have been produced on the acres rented to the 
Secretary, based upon the five-year average production, 1928-32 
Naturally, the signing of a million mdividual contiacts between 
the Secretary of Agriculture and growers of cotton required an 
immense amount of organisation and admmistration This 
organisation was carried out by means of local committees of 
cotton producers operating under the guidance and with the 
assistance of the so-called county agents, whose functions pre- 
viously as employees of the Department of Agriculture had been 
largely to give advice to farmers on technical problems of pro- 
duction These local committees carried on the tremendous 
sign-up campaign, as it was called The signed contracts were 
later sent to Washington, where they were checked up and, if 
found vahd in all respects, were the basis upon which benefit 
payments were made to the cotton-grower 

By the terms of this contract a landowner who was also the 
operatoi of a cotton-producing farm would on the average have 
received a payment of about $7 85 per acre on the land withdrawn 
from cultivation ^ Viewed stiictly as rent, this would have been 
a very liberal compensation, smce it was much larger than the 
average rent which he could have obtained from this land How- 

^ The average production of cotton in the XJnited States during the five 
year period used as a base in the cotton contract was 174 pounds per acre, 174 
times 4^ cents equals $7 85 
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ever, this sum was by no means considered as pure economic 
rent, since it was intended to compensate producers for labour 
and capital withheld from production as well as for land withheld 
from production Since it was not feasible to make contracts 
for withholding labour and capital, it was necessary to attach 
payments to land used m the production of basic commodities 
As a consequence, some very troublesome problems have arisen 
m connection with the division of the benefit payment between 
landlord, tenant, and labourer Various clauses protecting the 
interest of tenants and labourers have been written mto the 
different contracts, but it is obvious that since payments are 
attached to land, it will continue to be a problem to see to it that 
the non-landowning farmers participate in the benefits of the 
programme 

The source of the benefit payments to the cotton producer 
was fiom taxes levied on the fiist processing of cotton The 
domestic manufacturer of cotton articles pays a tax in proportion 
to the quantity of law cotton entering into the article in question 
Cotton sold for export does not pay this processing tax, and articles 
manufactured from cotton and sold abroad have no tax levied 
on them either, since a rebate is allowed for manufactured articles 
entermg into foreign commerce^ This means, of course, that 
American cotton can be purchased more cheaply by the foreign 
manufacturer than by the American manufacturer for the 
domestic market, but it differs fundamentally from dumping 
because it is accompanied by a programme of reduction of pro- 
duction, so that it is not a device by which the proportion of 
American products sold on the foreign market is increased It 
IS piimarily a means of establishmg a new relation between the 
international and the domestic cotton price, so that the internal 
price can be controlled without prejudicing the position of American 
cotton on the international market 

Turing the early summer of 1934, while Congress was still 
m session, fears began to be expressed that the reduction pro- 
gramme for cotton was not gomg to be adequate Consequently, 
a Bill for the compulsory reduction m the cotton crop was mtro- 
duced into Congress This Bankhead Bill, as it was called, 
provided for a tax of 50 per cent of the market value of cotton 
raised by any planter in excess of an allotment to him The 
total allotment of cotton which could be grown free of tax by all 
growers of cotton was set at ten million bales Each grower 

^ The amount of the processing tax on cotton as set at 4 2 cents per lb 
net. This is the equivalent of about 4 cents per lb on raw cotton 
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was allotted a certain portion of these ten million bales The 
individual grower’s allotment was based upon his average pro- 
duction duxmg the previous five years As a device for enforce- 
ment of the Act, growers were given exemption certificates on their 
allotment, while tax tags had to be purchased for all above this 
amount They were allowed to sell these certificates to growers 
who produced more than their allotment, m case the crop of the 
original holder of the certificate was below his allotment The 
purpose of the Act was to insure that total production in the 
Umted States would be reduced as nearly as possible to ten 
milhon bales 

This Bankhead Act was passed by Congress, and m efiect was 
superimposed ujpon the already existing adjustment programme 
provided for by means of the voluntary contracts and the pro- 
cessmg tax-benefit payment system A somewhat similar law 
appljnng to tobacco called the Kerr Act was passed also 

Contrary to expectations, the drought, plus the reduction 
programme, reduced the production of cotton to only 9,443,000 
bales ^ At once there arose considerable agitation for the sus- 
pension of the Bankhead Act Curiously enough, the agitation 
for its suspension came primarily from the Old Cotton Belt in the 
south-east, from whence the sentiment for the enactment of the law 
had originally come This was due to the fact that the south- 
eastern states had a larger yield per acre than was normal, while 
the south-western, or New Cotton Belt, had a greatly reduced pro- 
duction The south-eastern states did not rehsh having to pay 
the tax on their increased production, while the south-western 
states saw an opportunity to sell tax-exemption certificates, 
which they did not need, to cotton planters m the south-east 

The contracts for controlhng production of wheat, tobacco, 
and corn-hogs were similar in prmciple to the cotton contract 
In detail they differed materially Numberless questions arose 
during the period of signing the contracts and while the contracts 
were in force These questions had to be answered by regulations 
which were developed and issued as the problems arose 

III 

In addition to the mechamsm for regulating the production 
of basic commodities through the system of processing taxes 
and benefit payments, the control of production and of price of a 

^ Estimate of October 1 — Crop Reporting Board, Bureau of Agricultural 
Economics, United States Department of Agriculture 
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large number of agucultuiai products was carried on through a 
series of maiketmg agreements As a matter of fact, the system 
of processing taxes and of benefit payments was not even ax3phed 
to all of the agiicultural products which were designated as basic 
under the Act The control of production and price of rice was 
earned out by means of a marketing agreement In the case 
of dairy products, also, the effort to raise the price of milk to the 
producei took the form primarily of marketing agreements 
To the extent that these marketing agreements affected processors 
and distiibutors, they overlapped to some extent the codes 
Inch w^ere negotiated by the National Recovery Administration 
Considerable attention had to be given, consequently, to co- 
ordinating the functions of the two administrations ^ 

The marketing agreements for dairy products are quite 

Under an Executive order issued June 26, 1933, which since has been 
amended, the work of the Agricultural Adjustment Administration was co- 
ordinated with that of the National Recovery Administration in so far as codes 
of fair competition for foods and food stuffs were concerned Provisions of these 
codes relating to wages, hours, or conditions of labour remained under the 
National Recovery Administration 

The Executive order of June 26, 1933, was amended by an Executive order 
issued January 8, 1934, which transferred to the National Recovery Administra 
tion most of the codes of fair competition originally placed under the jurisdiction 
of the Secretary of Agriculture Under the terms of the new Executive order, 
the Secretary of Agriculture now has jurisdiction, except for labour provisions, 
over codes for the following 

(1) Commodity exchanges, (2) industries, trades, and subdivisions thereof 
engaged principally in the handling, processing, or storing of (a) milk and its 
products, but excepting packaged, pasteurised, blended, and/or processed cheese, 
(&) oleomargarine and vegetable oils, but excepting soya bean oil, (c) cotton and 
cotton-seed and their products, including gmning, cotton seed crushing, and 
cotton-seed oil refining (excluding the manufacture of textiles and processing 
and handling subsequent thereto) , (3) industries, trades, and subdivisions 

thereof engaged principally in the handling, processing, or storing up to the 
point of first processing and the subsequent sale and disposition by such pro- 
cessors of (a) live-stock and its pioducts, (6) wheat, corn, rice, and other grains, 
but excepting cereals, pancake flours, self rising flours, cake flours, and like 
products sold in grocery store sizes, and grocery store products of corn, (c) sugar 
and its byproducts, (d) anticholera hog serum and virus, (e) na\al stores, (/) 
tobacco and its products , (4) fresh fruits and vegetables and poultry and poultry 
products up to and including handling in wholesale markets and the subsequent 
sale and disposition by such handlers in wholesale markets 

The Executive order of J anuary 8 specified that the codes of fair competition 
under the National Recovery Adrnimstration for industries engaged m the pro- 
cessing, handling, or storing of agricultural commodities up to and including 
first processing, should not without the consent of the Secretary of Agriculture 
include provisions relating to prices, brokerage fees, commission rates, credit 
and financial agreements with producers, purchasing arrangements with agri- 
cultural producers, marketmg quotas, or the allocation of plant capacity These 
matters were to be covered in marketing agreements under the Agricultural 
Adjustment Administration rather than in the codes of fair competition under 
the National Recovery Administration 



576 THE E0035r0MIC JOTIBKAXi [DEC 

complicated Separate marketmg agreements apply to the 
different milk sheds which supply milk for speciiied areas There 
are several hundreds of these local fluid miUi marketing agree- 
ments in addition to a few marketing agreements for butter, 
cheese, dry milk, and evaporated milk, which are usually on a 
national rather than a local basis 

These agreements were usually based upon state or local 
agreements and practices already in existence in the vaiious 
Tmik sheds These mill?: maiketing agreements were contracts 
between producers and distributors The instrument for their 
enforcement was the issuance of hcences to all producers and dis- 
tributors which could be withdrawn upon violation Where a 
majority of the producers and distributors in a milk shed desired 
a marketmg agreement, a licence was issued to all producers and 
distributors, whether they actually signed the agreement or not 

The original agreements often provided for mimmum prices 
to both producers and distributors, but serious consumer dis- 
satisfaction and other problems which arose resulted in abandoning 
the fixing of minimum retail prices as a general prmciple 
Mimmum retail prices have been retamed only in a few mstances 
where producers have formed associations for marketing their 
own products, and where as a result extremely severe competitive 
situations exist 

Distributors vho purchase their supphes of milk from 
producers are required to pay a fixed minimum price to producers 
for milk The prices which are paid depend upon the class of 
milk There are usually three classes of milk provided for in the 
agreement * the highest price is paid for milk which is sold as 
fluid milk, and the lowest price is paid for surplus milk sold to be 
processed mto butter The main purpose of this classification 
of milk IS to obtain the highest price possible to the producer, 
since fluid milk can be sold at a higher pnce than milk which is 
sold for other purposes There is no difference in quahty m the 
three classes of milli 

Different minimum prices are set for milk in the various 
milk sheds The minimum prices stipulated in the agreements 
for the New York, Philadelphia, Baltimore, and other eastern 
milk sheds are, of course, higher than those set for the Mmneapohs, 
Milwaukee, and other western milk sheds No boundary hnes 
for mill?: sheds are specified m the new agieements Producers 
who were selhng milk m a given market prior to the effective 
date of an agreement, continue to have full privileges of the market 
New producers are required to sell their mill?: at the surplus price 
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for a period not exceeding 90 days in order to qualify Farmers 
living outside the mam miU^ sheds who are so far away from market 
that they cannot sell fluid milk, have always had no alternative 
except to sell their milk at a pi ice determined primarily by the 
price of its butter-fat content Producers who sell within the 
milk sheds around the great cities obtam a price for a portion 
of their milk that is substantially above the price of the butter- 
fat content As a result of the new agreements the Agricultural 
Adjustment Administration no longer assists in maintaimng 
artificial boundaries to the milk sheds, wdiich in effect were 
becoming tariff walls 

Durmg the sprmg of 1934, an effort was made to work out a 
method for the apphcation of the system of processmg taxes and 
benefit payments to the dairy industry Largely on account of 
the conflict of interest hetw een the producers in the more favoured 
milk sheds and the producers who had to sell their milk at the value 
of its butter-fat con Lent, it proved impossible to obtam a general 
enough agreement on the part of dairy farmers to put into effect 
one comprehensive scheme which would cover all milk producers , 
consequently, the tentative plan that would have been drawn up 
was abandoned and the system of marketing agreements has 
been contmued 

The marketmg agreements were also used to cover a multitude 
of special crops To cite only a few, marketing agreements were 
drawn up to cover the cannmg of chng peaches m Cahforma, 
the distribution of walnuts produced m Cahforma, Oregon, and 
Washmgton, the shipping of fresh deciduous tree fruits, except 
apples, from Cahforma , the shipping of fruits from the North- 
western States, and the shipping of Tokay grapes from Cali- 
forma Numerous other agreements covering the production 
of fresh and canned vegetables including peas, tomatoes, asparagus, 
and many others have been completed or aie m process of 
negotiation 

Choosmg the marketmg agieement for canned chng peaches 
in California as an illustration, m 1932, the year prior to the 
enactment of the Agricultural Adjustment Act, less than one- 
half of the crop of peaches was harvested, and the growers received 
for this proportion of the crop approximately $6 50 per ton, which 
represented httle more than the cost of harvesting peaches In 
1933, estimates of the drop indicated that enough peaches were 
available to pack about thirteen million cases A marketing 
agreement under the terms of the Act was effected whereby the 
pack was limited to ten million cases, and each canner was given 
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an allotment to pack a certain quantity of fruit based upon his 
previous sales record, potential sales abihty, and outstanding 
contractual commitments The agreement provided that the 
canners would pay growers $20 00 per ton for peaches used for 
canning, and then, m addition, they would contribute to a surplus 
control fund to be used to compensate growers for the peaches 
which were not harvested, namely, the peaches above the quantity 
required to pack ten milhon cases Growers whose peaches were 
not canned received $15 00 per ton for their peaches The 
diffeience between this price and that paid foi peaches canned 
represented approximately the saving in harvesting cost on the 
peaches which were not harvested The prices for sale by canners 
to wholesalers were set at $1 35 to $1 50 pei case 

Under this agreement the total returns to growers in 1933 
amounted to five milhon dollars as compared with $906,000 00 
in 1932 1 

Certam problems arise in connection with the future planmng 
and admmistration of marketmg agreements Is it sound 
national pohoy to allow producers to set prices at the point which 
will simply yield them the highest net return Even if this is 
sound pohoy for pricing agricultural commodities as a whole, 
is it sound pohcy in respect to each individual commodity '2 If 
the gro'wers of a number of speciahsed crops are successful each in 
getting a larger net return, may not the number of consumer 
dollars available for the p>urchase of other agricultural products 
be reduced thereby ^ These problems and others related to it 
must be considered by the Agricultural Adjustment Administration 
in determining future policy 

IV 

In addition to the control of production and of price carried 
out by means of the processmg taxes and benefit payment 
system, and the marketing agreements, there have been durmg 
the life of the Agricultural Adjustment Act a number of measures 
taken which have more directly affected price and production 
than either the processing taxes, benefit payment system, or the 
marketmg agreements These have included the purchase on the 
market of agricultural commodities, as well as loans on these 
commodities 

^ The marketing agreement for canned cling peaches can hardly be taken 
as representative of all marketing agreements, however, since the Imuted area 
and the lack of competition of other areas in the production of this type of peach 
made it possible to control price and quantity to an extent which would be 
impracticable m the case of many other special crops 
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Because of the critical situation which existed when the 
Agricultural Adjustment Act was passed, an emergency hog 
piogramme and an emergency cotton programme were carried 
out by methods not fundamentally associated with the prmciples 
or mechanism of the Act These two programmes involved a 
certain amount of destruction of commodities which had already 
been produced Thus over six million little pigs and old sows 
were jiurchased by the Agricultural Adjustment Administration 
with the purpose of bringing about an immediate reduction in 
the numheis of hogs which would be biought to maiket m suc- 
ceeding months Premiums weie paid on sows with pig and on 
pigs below a certain weight, with the object of bringing about a 
maximum reduction in the weight of pork to be marketed in 
succeeding months The edible pork products obtained fiom 
the slaughter of these animals were donated by the Agricultural 
Adjustment Administration to the Federal Emergency Relief 
Administration for distribution to the unemployed 

Contracts were made with growers of cotton to compensate 
them for ploughing up 10,400,000 acres of the 1933 crop ^ These 
two measures in respect to hogs and cotton were regarded only as 
emergency measures, since the price situation of pork and cotton 
was so serious that the Administration felt that action could 
not be delayed long enough for agreements to limit future pro- 
duction to affect the market The general policy of the Agri- 
cultural Adjustment Administration has been to avoid as a 
matter of principle the destruction of commodities or of growing 
crops 

One of the early decisions of the Agricultural Adjustment 
Administration was to provide for a loan on corn in the hands 
of farmers amounting to 45 c per bushel This was also an 
emergency measuie The amount of this loan was greatly in 
excess of the market price of coin Considerable fear was 
expressed at various times by ciitics of this action that the 
Government would be unable to liquidate this corn loan without 
great loss ^ As matters turned out, however, it was one of the 
most fortunate of all measures taken by the Agricultural Adjust- 
ment Admmistration 

The price of corn was supported by the loan policy at a price 

^ It IS estimated that these acres would have produced 4,400,000 bales 
After this acreage was ploughed up the acreage which remained produced 
13,177,000 bales 

^ This loan, like the other loans on com and cotton, was without recourse 
That IS, the Government directly assumed all risk due to a possible decline in 
market price below the level of the loan value 
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high enough to discourage somewhat its feeding to live-stock 
As a consequence, supplies of corn were mamtamed at some- 
what higher levels than would have been the case had there 
been no corn loan These supplies of corn were a godsend to 
farmers on account of the drought which cut the corn crop of 
1934 almost in hah The price of corn rose far above the loan 
value vhioh the Government had placed upon the corn, and 
it IS now certain that the loans will be liquidated without any loss 
to the Government due to low market price of corn A new 
com loan was announced in September 1934 for the new crop 
with the purpose of enabling farmers who had corn to sell to 
hold it oh the market until prices would be higher than at the 
time when the new crop first started the market 

Similarly, successive loans, first at 10 c per pound for the 
1933 crop, and of 12 c per pound for the cotton of the 1934 
season, were made available to cotton-growers Substantial 
profits accrued to growers of cotton from these loams Their 
popularity among the farmers is a possible source of danger, 
since too much reliance may be placed on them to hold up 
prices A loan value on cotton, for example, which kept the 
price of cotton so high as to materially dimmish sales of American 
cotton abioad would have serious consequences 

Substantial amounts of butter and cheese, as well as pork 
pioducts, have been bought from time to time by the Agricultural 
Adjustment Admimstiation These commodities weie bought 
for the purpose of supportmg the market, and they were then 
turned over to the Federal Emergency Rehef Admmistration for 
distribution to families on rehef In the case of most of these 
purchases, the Agriciiltuial Adjustment Admmistration paid the 
first costs of the commodities, while the costs of processing and 
the distribution were paid by the Federal Emergency Rehef 
Administration ^ 

The funds for the purchase of these commodities were derived 
from various sources Those for the purchase of pork, for 
example, were obtained from the processing tax on hogs For 
a few of the commodities purchased the Federal Emergency 
Relief Admmistration paid all costs This was true where no 
funds from processmg or from other sources were available to 
the Agricultural Adjustment Admmistration The Federal 
Emergency Relief Administration purchased a certam amount 

^ The Agricultural Adjustment Administration had paid out $46,489,408 
for the purchase of hogs and $11,649,439 for the purchase of butter and cheese 
up to September 1, 1934 
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of tliese commodities out of their o^n funds, partly to remove 
pressure of surplus as a benefit to agriculture, but primarily 
because these commodities could be obtamed at very low cost 

Perhaps the most comprehensive direct purchase programme 
carried out by the Agricultural Adjustment Admmistration was 
the pui chase of cattle, sheep, and goats in the drought area 
The drought of 1934 was by far the worst m the history of 
American agiiculture The com crop was the smallest since 
1881 The hay crop was only 67 per cent of the average annual 
tonnage harvested during the pioceding ten seasons The wheat 
ciop was 497,000,000 bushels, compared with a five-year (1927-31 ) 
average production of 886,000,000 bushels The oats crop was 
only 546,000,000 bushels, compared with an aveiage over the 
same period of 1,187,000,000 bushels Barley production was 

122.000. 000 bnshels, compared with an average of 270,000,000 
bushels The total production of the four prmcipal feed grams 
vas estimated at about 52,000,000 tons, which was 46 per cent 
below the average production during the previous ten years 
Condition of pastimes on October 1 v/as the poorest of %vhioh 
there was any record ^ 

As early as June the Agricultural Adjustment Administration 
began to buy cattle m the states of North Dakota, Mmiiesota, 
South Dakota, and Montana The alternative to the purchase 
of these cattle would have been to let them die, for not only 
giam, forage, and pasture weie lacking, but in many cases water 
was lacking as well The drought which had begun m the north- 
west spread into the south-west, and the disastrous situation m 
June in the north-west was repeated in July and August in the 
south-west During the most critical period for the giowth of 
the corn crop, the drought struck the western corn belt In the 
states of Kansas, Nebraska, and Missouri, which were all im- 
portant corn-producmg states, production fell to unhehevably 
low levels In Kansas, for example, w'here the average pro- 
duction for 1927-31 had been 137,700,000 bushels, the indicated 
production as of October 1, 1934, was only 10,492,000 bushels ^ 

It was found necessary to continue the cattle-buymg pro- 
giamme without interruption By October 13, approximately 

7.000. 000 cattle had been purchased by the Agricultural Adjust- 
ment Administration It appeared that these purchases plus 
the unusually large maiketmg of cattle through commeioial 

^ Estimate of October 1, Crop Reporting Board, Bureau of Agricultinal 
Economics, U S Department of Agriculture 

2 Jhvd 
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channels and the governmental programme for the eradication 
of tuberculosis and Bang’s disease by the purchase and slaughter 
of infected cattle, would brmg about a net reduction m cattle 
numbers of at least 10,000,000 by January 1, 1935 ^ 

The average price paid for cattle purchased was about $13 50 
per head ^ Smce this price was paid to farmers for cattle on the 
farm, it represented a price much above what they would have 
obtamed if they had had to sell their cattle on a market demoral- 
ised by huge shipments of cattle from the drought areas In 
fact, it would have been impossible to have sold large numbers 
of them at any price They were paid for by the Agricultural 
Adjustment Administration, partially out of funds appropriated 
by Congress for use in stabilismg the cattle industry, and partially 
out of funds specially appropriated for drought relief These 
cattle were turned over to the Federal Emergency Belief Adminis- 
tration, which paid for their cost of transport and the cost of 
processmg them mto canned beef out of funds appropriated by 
Congress for drought relief The canned beef, obtained as a 
result of this programme, is bemg used by the Federal Emergency 
Belief Admmistration for distribution to families on relief ^ 

In addition to the purchase of cattle, a fund of $100,000,000 
was allocated to the Farm Credit Administration to be loaned as 
emergency feed loans to farmers in drought areas These funds 
were loaned without security and enabled farmers to keep cattle 
through the wmter which they would otherwise have had to let 
die or would have had to dispose of, if they could dispose of 
them at all, at ruinously low prices 

The entire program m e prevented a catastrophic reduction in 
cattle numbers, smce the early mtervention of Government 
removed large numbers of cattle which would otherwise have 
lived several months longer, and which would have helped to 
eat the seriously madequate supplies of food-stu£Es 

The effect of the drought upon the Agricultural Adjustment 
programme was profound At first it appeared that the effects 
of the drought might be used successfully as a means of attack 
on the Agricultural Adjustment Admmistration by its opponents 

1 The total number of cattle m the XJmted States as of January 1934 was 
between 67 and 68 miUions Crop Reporting Board, Bureau of Agricultural 
Economics, TJ S Department of Agriculture 

A total expenditure by the Agricultural Adjustment Administration of 
$107,000,000 for this purpose is contemplated 

® During September the Government purchase of live stock was extended to 
sheep and goats, with the intention of purchasing about 4,000,000 of these 
animals 
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In fact, this attempt was made Occasionally, m ont-of-the-way 
areas, some farmers proclaimed their fear that the drought was 
the judgment of God upon them for attempting to restrict the 
production of crops Sometimes these utterances were seized 
upon by the part of the press hostile to the Roosevelt Adminis- 
tration as a weapon to use against it Hovever, these attacks 
had little effect on the sentiments of the agricultuial population 

In the di ought areas, almost the only income which many 
farmers had was from the sale to the Government of cattle, 
which would otheiwise have died, and from the cheques which 
they leceived fiom the same source for restricting production 
The drought had, however, in many cases restricted production 
almost to zeio, so that these farmers received what appeared to 
them to be a sort of crop insurance winch partially covered 
their losses In the areas which had good crops the high prices 
which the drought occasioned brought these farmers laiger 
leturns than they had had for years Consequently, the effect 
of the drought had almost no net adverse effect on the feeling of 
farmers towards the programme of the Agricultural Adjustment 
Administration 

Nevertheless, the experience of the drought served to im- 
press upon the officials of the Department of Agriculture the 
desn ability of providing adequate reserves agamst the recurrence 
of such an emergency Consequently, efforts are bemg made to 
work out a system of reserves so that future adjustment pro- 
grammes could be carried out without fear of producing a serious 
shortage of food or feed-stuffs These tentative plans have come 
to be known under the term “ Ever-Normal Granary Plan ’’ 


The general principle behind production control both by 
marketmg agreements and by means of processmg taxes and 
benefit payments is, of course, that of an attempt to increase 
total returns to producers through limiting quantity produced 
Let us see how this attempt has worked out in practice Begin- 
ning with cotton as an illustration agam, we find that as a result 
of the cotton acreage production control programme of 1934, 
cotton acreage was reduced by about one-third ^ 

^ A total of about 28 million acres of cotton was planted to be harvested 
in 1934 All but about 4 million acres of this was covered by acreage reduction 
contracts The signers of contracts agreed to reduce their acreage by about 
14^ million acres from their base acreage computed as their average acreage 
during the five years 1928—32 The average acreage reduction from the base 
acreage of all contract signers was about 38 per cent 
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The corn-hog contracts which were signed by slightly over 
one million growers resulted m a reduction in corn acreage planted 
of about ten million acies, or about 10 per cent of acreage in 
the previous year, and a sharp reduction in hog numbers ^ The 
1 eduction m wheat acreage amounted to about five million acres 
The reduction in tobacco acreage was about half a million acres 
from the 1927—31 five-year average, or a reduction of about 
28 per cent ^ 

The number of acres which the contract signers agreed to 
withhold fiom production was m almost all instances greater 
than the net reduction m acreage which was obtained This was 
due to the fact that some farmers v/ho had not previously grown 
wheat, for example, and did not, therefore, sign a reduction 
contract, chose to grow w’^heat in the 1934 season In addition, 
a considerable number of producers whose production was so 
small that they did not consider it worth while to sign contracts, 
expanded their acreage somewhat In the case of wheat, the 
growers of wheat signed contracts by w^hich they agreed to 
withdraw 7^ milhon acres of land formerly producing wheat from 
production Production of wheat by non-contract signers 
increased by about 2 ^ milhon acres, so that the net reduction 
obtained was only about 5 milhon acres, or about 7|- per cent 
of the total wheat acreage 

The effect upon price of the reduction which was ob tamed 
by means of these contracts was obscured by the great drought 
which bhghted American agiiculture during the year 1934 As 
a result of both the drought and the acreage reduction pro- 
gramme, the production of corn m the United States was reduced 
from an average for the period 1927-31 of 2,516,000,000 bushels 
to 1,485,000,000 bushels for 1934, the production of wheat from 
886,000,000 bushels to 493,000,000 bushels, of cotton from 
13,047,000 bales to 9,443,000 bales , of tobacco from 1,471,000,000 
pounds to 1,385,000,000 pounds ^ By far the greater amount of 
the reduction in production of corn and wheat was due to the 
drought, while the greater portion of the reduction m the pro- 
duction of cotton and tobacco was due to the reduction pro- 
gramme This difierence is due to the circumstance that wheat 

^ According to the estimate of the Crop Estimating Board of July 1st, com 
acieage was reduced from 102,397,000 acres m 1933 to 92,526,000 in 1934 The 
1933 acreage was about the same as the ten-year average 

2 These acreages were all lowered somewhat by the drought after the estimates 
given here 

^ Estimate of October 1 — Crop Beporting Board, Bureau of Agricultural 
Economics, U S Department of Agriculture 
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and corn are produced primarily m states greatly affected by the 
drought, while both tobacco and cotton are produced in states 
which were relatively httle affected by the drought of this year 

The effect of this sharp reduction in production of these com- 
modities was, of couise, to brmg about much higher prices 
Not only did prices rise, however, but the entire statistical 
position of the important agricultural crops was radically altered 
The reduction programme had been begun largely as a means of 
ehmmatmg what were called burdensome surpluses ” It had 
been generally recogmsed that with ordinary yields per acre, 
the removal of these surpluses would req[uire production reduc- 
tion carried out through several seasons But the intervention 
of the drought, almost at a stroke, solved the surplus part of the 
problem The suipluses of corn and hogs completely disappeared 
The carry-over of tobacco, cotton, and wheat was reduced to an 
amount very httle above that which might be considered normal 

It IS interestmg to apply the measuring rod of parity prices 
as defined in the Act to the new situation Using the base 
1910-14 as 100, the prices received by farmers for products 
which they sold stood in February 1933 at 55, while prices paid 
by farmers for commodities purchased stood at 101 The ratio 
between these two prices, which is used to measure parity prices, 
thus stood at 54 

One year later, February 1934, the mdex-number of prices 
received by farmers for products sold stood at 83, and the mdex 
of prices paid stood at 119, with a ratio between the two of 70 
By August 1934 the index-number of prices received had risen 
to 96, of prices paid to 123, and the ratio between the two was 
78 Thus, in August 1934, farm prices in general were 22 points 
away from parity ^ 

It should be pointed out, however, that in addition to the 
improvement in farm income which would be indicated by this 
rise m the parity ratios, farmers had received large sums in 
benefit payments as well^ In other words, the total return 
obtamed by the farmer for the sale of commodities was not only 
the price received in the market for these commodities, but the 
additional sum in benefit pa 3 nnents which the Government paid 
directly to him out of the receipts from processmg taxes The 

1 These data are from Index-Numbers of Prices Beceived by Farmers, 
1910—34, as Hevised 1934, Bureau of Agricultural Economics, U S Department 
of Agriculture, September 1934 

2 During tb© j&rst seven months of 1934 these amoimted to approximately 
$170,000,000 00 By the end of the year more than $300,000,000 m additional 
benefit pa 5 mients will be paid to the signers of acreage adjustment contracts 

No 176 ^VOL XLIV QQ 
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part played by benefit payments m farm income and a com- 
parison of the movement of farm mcome and industrial pay-rolls 
IS shown in the accompanying chart The price of cotton during 
August 1934 was 13 1 c per lb , but added to the 13 1 c per lb 
which the farmer received would be the amount of benefit pay- 
ments which he received from the proceeds of the processing tax 
levied on cotton sold on the domestic market Tor the farmer 
who had signed an adjustment jirogramme contract with the 
Secretary of Agriculture, the benefit payments which he would 
receive duiing the year would raise his total return per pound 


EAKM INCOME AND FACTORY PAY ROLLS SINCE JANUARY 1933 


( riHST QUARTER 1933 100 ) 



Note — ^This ctart was compiled by Loms Bean, Economic Adviser, Agricultural 
Adjustment Admmistration News D%ge8t, Agricultural Adjustment Admmistra 
tion, Vol 2, No 1, Oct 6, 1934 

approximately to the pre-war price of cotton during the period 
1910-14 of 15 3 c per lb However, this computation is in 
terms of dollar price only, and is not adjusted to allow for the 
increase m prices paid by farmers for commodities over pre- 
wai prices Turtheimore, the price per pound is for a production 
of almost 5J milhon bales less than the average production 
during the five-year period (1928-32) preceding the enactment 
of the Agricultural Adjustment Act Contract signers are also 
receiving approximately parity prices for the proportion of 
wheat, tobacco, and corn sold domestically when benefit pay- 
ments are added to market price 

Farm income for 1934 is estimated at about six bilhon dollars, 
which IS an increase of 19 per cent over 1933, and of 39 pei cent 
over 1932 However, this increase has been partly offset by an 
increase m the price of goods purchased by farmers This index 
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has risen from 107 (average prices of 1910—14 equal 100) for the 
year 1932 to 123 for the month of August 1934 ^ 

The effect of the Agricultural Adjustment pohcy on the con- 
sumer IS obscured by the effects of the drought and other factors 
not directly the result of the pohcy The most sigmficant 
measurement is, of course, the movement of retail costs of food 
between the time when the Roosevelt Administration took office 
and the present tune Between February 1932 and the middle 
of September 1934, the retail cost of food in the United States ^ 
increased from an index of 105 3 to 116 8 (1913 prices equal 100) 
It IS hkely, however, that owing to the aftermath of drought, 
the prices of pork and beef will go higher during the next year, 
so that we may expect a somewhat further rise in the index 

Over against this increased retail cost of food to the con- 
sumer of a little less than 1 1 per cent must be placed the revival 
of purchasing in the agricultural districts which has accom- 
pamed improved farm mcome Practically all statistical data 
which measure movements of purchasing power geographically 
mdicate that the purchase of industrial pioducts m the agri- 
cultural areas has significantly revived Purchases of auto- 
mobiles, sales of mail order houses, bank clearings and other 
similar data show that the revival of purchasing power has been 
greater in the agricultural areas than in the industrial areas 

Since the operations of the Agricultural Adjustment Admmis- 
tiation to date, together with the effects of the drought, have 
largely ehminated abnormal carry-overs, the Admmistration is 
faced sooner than it expected to be with the problem of a per- 
manent programme for American agriculture As long as 
abnormal suipluses were in existence, they weighed down market 
prices even though these surpluses did not actually pass through 
the market mechanism Their removal was an important factor 
in strengthening the price of faim products, both on the domestic 
and the international maiket 

The question now arises as to whether the production control 
programme should be continued after these surpluses have been 
removed Obviously, there are limitations on what can be 
accomphshed by production control If production is hmited 
beyond a certain pomt, the gams m mcreased price per umt 
may be offset by the decrease m the quantity sold Consumer 
resistance to price increase naturally affects this problem As 

^ The Agricultural Situation, September 1934, Bureau of Agricultural 
Economics, XT S Department of Agriculture 

2 Data from the Bureau of Labour Statistics 


Q Q 2 
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the price of farm products approaches parity, this problem 
becomes more and more actual Statistical evidence shows a 
close relation between the volume of mdustrial pay-rolls and the 
price of farm products Until these pay-rolls mcrease, not only 
IS it more difficult to obtain higher prices, but the higher prices 
are liable to be partially offset by reductions in quantities pur- 
chased or shifts in consumption to lower-priced foods 

On the other hand, the same forces which produced the sur- 
pluses before are likely to produce them agam if control of acie- 
age IS not contmued If the production of feed grains is normal 
in 1935, the need for regulation of production for the following 
year is hkely to be acute on account of the sharp reduction m 
hve-stock numbers caused by the drought 

In deciding this problem it is necessary for the Admmis- 
tration to face the problem of just what could be expected from 
a contmuance of processmg taxes and benefit payments which 
provide the most effective method of control under the existmg 
Act The processmg taxes which the Act now permits are 
measured by the difference between the existmg market price 
and parity price as defined in the Act. But if parity prices 
were once attamed, there would exist no spread on the basis of 
which processmg taxes could be levied under the existmg Act 
Tins problem becomes acute even before parity prices are actually 
attained, for if the spread between parity price and market 
price IS quite small, the funds available for benefit payments 
become too small to offer an mducement for reduction of acre- 
age It would be perfectly possible to amend the Act m order 
to provide for processmg taxes on some other basis of computa- 
tion, of course, or even to provide some other source out of 
which benefit payments could be made 

After the removal of the surpluses has been accomphshed, 
market price would be directly affected by the processing taxes 
mainly to the extent that these processmg taxes can be passed 
on to the consumer, so long as an important portion of the total 
fo be sold on the international market If sub- 
stantial amounts of cotton and of wheat are to be sold abroad, 
it IS likely to be difficult to gam much by means of restricting 
production in the Umted States below the amount which the 
domestic and international market together had been accus- 
tomed to take, with the intention of securmg a higher price 
thereby on the foreign market 

It would be relatively more difficult to do this in the case of 
wheat than of cotton, since it is easier for American wheat to 
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be displaced in the international market tkan American cotton. 
Even in the case of cotton, however, the extent to which American 
producers can benefit by reducmg their cotton production is 
limited by foreign competition in the production of cotton and 
by the possibihty of the use of cotton substitutes ^ As a further 
condition of retammg the customary share of the foreign market, 
the domestic price would have to be allowed to adjust itself to 
the level of the mternational price so that the customary quantity 
would be offered for sale on the mternational market Other- 
wise the mternational market for American cotton would shrmk 
and a surplus would accumulate Processmg taxes which are 
used as an inducement for lowering production can affect the 
price through reducmg supply, but reducmg the supply on the 
mternational market offers distinct hazards 

There is, moreover, a basic problem to be faced m the future 
course of exports from the Umted States to be sold on foreign 
markets The Umted States is not acceptmg enough goods and 
services from abroad to permit payment for the goods which we 
export Erom a fundamental pomt of view, it is unallowable to 
attempt to mcrease exports abroad without increasing imports 
To do so means one of two thmgs either a future crop of defaults 
of mternational obhgations is thus planted, or else the price 
of the goods sold abroad must be forced down The basic ques- 
tion which the nation must ask itself, however, is whether it 
actually wants the goods from abroad for which we propose to 
exchange agricultural and other products. If a country has a 
large number of idle factories and idle hands, it is futile to enlarge 
imports of goods which these factories and hands are capable of 
producmg efficiently 

If we do not desire foreign goods and services in payment 
for our commodities, then, m a broad and general way, we might 
just as well dump the commodities in the ocean, or, still better, 
not raise them at all and put the former producers of the com- 
modities on a direct instead of indirect dole Until nations 
solve the fundamental contradiction of deficiency of purchasing 
power within their own borders, it is probably hopeless to expect 

^ During the 1933—34 season there was an increase of 13 per cent in world 
consumption of foreign cotton and a dechne of 6 per cent m world consumption 
of American cotton Exports of American cotton decreased II per cent dnrmg 
the same period The Agricnltnral Situation, September 1, 1934, op cit The 
primary cause of this shift in demand was probably not the programme of the 
Agricultural Adjustment Adimmstration, but instead the progressive dwindling 
of purchasmg power abroad in terms of American exchange Even the devalua- 
tion of the dollar could not overcome this 
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nations in general to provide an expanded domestic market for 
increased quantities of imports from abroad 

In tbe process of developing the adjustment programmes for 
the next two years, an ejffort is being made to ascertam directly 
the sentiment of farmers in regard to carrying on the adjustment 
programme, and also to get some idea of the type of adjustment 
programme which the farmers prefer During the month of 
October, a referendum of the corn and hog producers is being 
carried out First returns from this referendum indicate a large 
majority in favour of contmumg the programme A referendum 
IS also planned to determine whether or not the cotton-growers 
desiie a contmuance of the Bankhead Act 

According to tentative plans, the contract which farmers will 
be asked to sign in 1935 will not be strictly a reduction programme 
at all Farmers are to be allowed to plant all acres withdrawn 
from production of basic commodities to feed and forage crops 
It IS obvious that from the standpoint of a permanent programme 
for agriculture, this is highly preferable to lettmg acreage he 
idle The depletion of soil fertihty and the progress of soil 
erosion had become a matter for grave concern m the Umted 
States It was all the more mexcusable that exhaustion of soil 
resources should be going on at a time when part of the quantity 
produced was not needed foi production, but instead constituted 
sheer waste In the process of producmg agricultural products 
without regard to price, areas were put under the plough which 
should have remained in grass or m timber In the cattle country 
the ranges were overstocked and the stand of native grasses was 
being impaired by over-grazing In so far as any future adjust- 
ment programme increases the percentage of land returned to 
pasture or planted to feed and forage crops, it will be effective 
in restoring soil fertdity and preventmg erosion Such a pro- 
gramme would be highly desirable, quite apart from its connection 
with the control of price 

Calvin B Hooveb 

DuJce Umversity 



THE ‘‘NEW DEAL” m THE UNITED STATES 
II Ikdustbial Relations 

President Roosevelt’s recovery programme, paiticularly 
the passmg of the National Indnstrial Recovery Act m June 1933, 
marks the beginning of a new period of mdustrial relations m the 
United States, a period m which industrial peace has been dis- 
turbed by disputes of inci easing bitterness At first glance the 
outbreak of labour unrest may seem somewhat surprising at a 
time when hours of work were bemg drastically reduced, mminium 
wages for unskilled -workers considerably mcreased, and the 
status of trade unionism substantially improved The Trade 
Union movement is, mdeed, grateful to the Government for these 
changes, haihng the National Industrial Recovery Act as a magna 
charta, and it desires to avoid hampermg the Government m its 
efforts to secure a return of prosperity Yet mdustrial disputes 
have been frequent and have given the Government contmuous 
anxiety 

These disputes have been due partly to dissatisfaction of skilled 
workers with rates of pay, which, they claim, have not been 
appropriately adjusted to mcreases in the cost of kvmg or to 
reductions m hours of work The chief cause of disputes, however, 
has been disagreement between employers and workers about 
trade umon recognition and the right to collective bargaining 
accorded to the workers by the National Industrial Recovery Act 
The present article reviews these issues, deahng m succession 
with the state of mdustrial relations before the passmg of the 
Act , the effects of the Act upon trade union pohcy and upon the 
attitude of employers towards trade union recognition, collective 
bargammg, and the closed versus open shop controversy , labour 
conditions under the codes of fair competition , methods adopted 
by the Government for setthng disputes 


When President Roosevelt’s Administration came mto power 
the workmg conditions of roughly 80 per cent, of workers m 
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American mdustry were established by individual agreement, 
usually bemg fixed by management and accepted by the workers 
This was m accordance with the prevalent mdividuahstic attitude 
among employers that a man may do what he wills with his own 
The undertakmg was considered as belongmg to the employer, 
who decided what rates of wages should be paid and the number 
of hours to be worked 

In undertakings employing about 7 or 8 per cent of the workers, 
schemes of employee representation were in operation Member- 
ship was restricted to the employees of a smgle undertakmg, 
representatives of the employees bemg elected to discuss workmg 
conditions and to ventilate grievances in a works council with 
the management of the undertakmg Some of these schemes 
had been m existence for many years In 1919 schemes were 
known to be m operation m 145 compames employmg over 400,000 
workpeople, and by 1932 the number had mcreased to 313 com- 
panies employmg 1,263,194 workpeople ^ Many of these employee 
lepresentation plans were started with the object of checking the 
growth of trade umonism The workers were told that thus they 
could gam alL that a trade union could ofier, that there were no 
dues to pay, and that trade umon officials were more mterested m 
coUectmg dues out of which to pay their salaries than m pro- 
motmg the mterests of their members Apart from this 
negative reason, employee representation plans provided a con- 
venient method of commumcation and consultation between 
management and workers, especially m large undertakmgs By 
the trade union movement, however, they were viewed with bitter 
hostility, bemg regarded as mstruments of company dommation 
over the workers, and they were stigmatised as “ company 
unions ’’ 

Only about 10 or 12 per cent of mdustrial workers were 
employed under collective agreements between trade unions and 
employers Most of these agreements were with mdividual firms, 
and not, as m Great Britam, national agreements between em- 
ployers’ organisations and trade unions The mdustries m which 
trade union agreements were widely operative mcluded bmldmg 
and railv/ay transportation, the agreements applymg mamly to 
skilled categories, while m many important centres agreements 
covered skilled and unskilled coal mmers and clothmg workers , 
m prmtmg, textiles and one or two other mdustries agreements 
apphed to between 10 and 20 per cent of the operatives In the 

^ National Industnal Conference Board, Collect%ve Bargatmng through Em- 
‘ployee EepTe3entat%onf 1933, 
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great manufacturnig industries, however — ^iron and steel, auto- 
mobiles, rubber, oil, chemicals — ^trade union agreements were 
practically non-existent, and attempts to open negotiations were 
strongly resisted by the mdustriahsts 

This situation largely reflected the state of trade union organisa- 
tion, which m most American mdustries was extremely weak 
In 1932 the number of trade umomsts may be estimated at around 
2,650,000, this bemg about equal to the membership m 1914—15 
The movement had lost over three-quarters of a miUion members 
during the depression, there havmg been 3,444,000 members m 1929 
Its peak had been reached m 1920, when the membership exceeded 
5 milhons. The numerical changes smce 1914 have been closely 
parallel to those m Great Britam, though the American movement 
has always been much weaker than the British, especially if 
account be taken of the larger workmg population m the United 
States 

More than 80 per cent of American trade unionists were 
members of unions affihated with the Ameiican Federation of 
Labour The foUowmg figures show the general trend of the 
Federation’s membership smce the year 1900 ^ — 

1900 648,321 1925 2,877,297 

1915 1,946,347 1930 2,961,096 

1920 4,078,740 1933 2,127,000 ^ 

The chief unions outside the Federation were four Bailroad 
Brotherhoods, with a total membership of about 350,000 m skilled 
occupations (locomotive engmeers, firemen and engmemen, con- 
ductors, and trammen), and the Amalgamated Clothmg Workers, 
with a membership of about 120,000 There were also a few 
communist unions with neghgible memberships. Little was heard 
of that once famous and aggressive organisation, the Industrial 
Workers of the World. 

The predommant type of organisation was the craft union 
of skilled workers. Of the 105 imions m the American Federation 
of Labour, 75 were craft unions, often cuttmg across the hnes of 
industrial structure, 25 were semi-mdustrial and only the remam- 
mg few were mdustrial® When, at the 1933 Convention of the 
Federation, the Amalgamated Clothmg Workers’ Union, which 

^ The figures represent membership in respect of which affiliated unions paid 
dues to the Federation 

2 Average total membership durmg the year ended August 31, 1933 

® See The American FederaUon of Labour, by L Lorwin, Brookings Institution, 
1933, 
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had long been mdependent, was admitted to membership in- 
dustrial unionism withm the Federation was appreciably 
strengthened Nevertheless the Federation remamed predomm- 
antly upon a craft basis, it catered mamly for skilled workers — 
the aristocracy of labour — and showed some of the exclusiveness 
of an aristocracy It was conservative, monopolistic and non- 
socialistic m outlook, and was only 3ust begmnmg to adopt a 
favourable attitude towards social legislation With these 
quahties it is somewhat surprising that the Federation evoked 
such bitter hostihty from the mdustriahsts 

A source of weakness m the movement was mternal disunion, 
and one of the important functions of the American Federation of 
Labour was to dejSne the scope of each affihated umon so as 
to avoid conflict between umons m the recrmtmg of members 
The craft basis was also a cause of weakness, for though it was 
smtable for organismg workers m certam mdustries, e g buildmg, 
prmtmg and railway transportation, it was unsatisfactory m 
many manufacturmg industries where most of the work was mass 
production performed by semi-skilled workers The Federation 
had mdeed shown lack of adaptation to changes m mdustrial 
processes, and this partly explams the weakness of trade unionism 
in the manufacturmg mdustries 

Other reasons for this weakness included the mdividuahstic 
outlook and lack of class consciousness among the workers 
Further factors were the size of the coxmtry, high rate of labour 
tmnover, changes m methods of manufacture, development of 
new centies of production, of which the movement of mdustry 
to the South was the most significant, and the mixture of races 
and traditions through mcomplete assimilation of immigrants 
To these must be added the tactics adopted by employers to pre- 
vent organisation of the workers They mcluded the use of the 
yellow-dog ” contract by which a worker m return for employ- 
ment would imdertake not to 30m a trade union , ^ there was also 
espionage, victimisation for trade union activities, the use of 
violent methods of strike-breakmg, and, as already mdicated, 
the estabhshment of employee representation plans as an alterna- 
tive to trade unionism. 


II 

The situation outhned above was considerably changed by the 
National Industrial l^ecovery Act, and subsequent conflicts have 

1 This had become illegal by legislation passed m 1932 
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been largely caused by disagreement upon mterpretations of its 
mucb-discussed Section 7 {a) ^ This provides 

(1) That employees shall ha\e th© right to organise and baigain collectively 
through lepresentatives of their own choosing, and shall be free frona. the inter- 
ference, restraint, or coercion of employers of labour, or their agents, in th© 
designation of such lepresentatives or in self-organisation or in other concerted 
activities for the purpose of collective bargaimng or other mutual aid or protection , 
(2) that no employee and no one seekmg employment shall be reqmred as a con 
dition of employment to join any company imion or to refrain from joining, 
organising, or assisting a labour organisation of his own choosing, and (3) that 
employers shall comply with the maximum hours of labour, minimum rates of 
pay, and other conditions of employment, approved or prescribed by the Presi- 
dent 


Other subdivisions of Section 7 provide that, so far as practic- 
able, eveiy opportunity shall be afforded to employers and em- 
ployees m any trade or mdustry to fix minimum rates of pay, 
maximum hours, and other conditions of employment by mutual 
agreement, and such agreements, when approved by the President, 
shall have the same effect as a code of fair competition, thus 
becoming legally enforceable 

The jSxst two provisions of Section 7 (a) appear to have been 
introduced partly because the Government was S 3 nnpathetic with 
labour and considered that the workers were madequately pro- 
tected It was beheved that, by strengthenmg organised labour, 
the Government’s pohcy of raismg wage rates, mcreasmg pur- 
chasmg power, and reducmg hours of work, with the object of 
restoring prosperity and mcreasmg the number of persons employed, 
would be facihtated Also these provisions were regarded as the 
quid 'pro quo for labour of the opportunity which the Act gave to 
employers to form trade associations, and the removal in their 
favour of some of the anti-trust restrictions 

What do these provisions signify ^ They rule out the " yellow- 
dog ” contract, accord to workers the right to jom a trade union, 
and deny to employers the right to reqLuire a worker to become a 
member of a company umon or to exercise discrimmation agamst a 
woiker because of bis membership of a trade umon Workers 
are also entitled to bargam collectively through representatives of 

1 Th© Act was passed as an emergency measure, its chief industrial provisions 
remam in operation for only two years, and the present problem is to determine 
what parts of th© system shall be put upon a more permanent basis It was on 
grounds of national emergency affectmg mter-state and foreign commerce that a 
Federal system for regulatmg labour conditions was mtroduced, in normal times 
the regulation of labour conditions is reserved for State legislation The constitu 
tionality of the Federal regulation of labour standards under th© National Indus 
trial Heeovery Act has not been tested in the Courts 
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their own choosing ^ These consequences are widely admitted 
both by employers and workers Upon what issues then have 
conflicts arisen *2 

Some employers, either fading to understand the changed 
conditions or dehberately floutmg the law m their hostihty to 
labour orgamsations, have victimised workers on account of 
then trade union membership and activities, and strikes have 
sometimes resulted Complamts of victimisation or discrimma- 
tion have been mvestigated by government machmery, and many 
workers have been remstated This protection is a considerable 
gam to the tiade unions, though m practice it is often difficult to 
decide whether a worker has lost his 30b because of mefficiency, 
shortage of work or some other legitimate cause, or on account of 
his trade union activities 

The mam disputes, however, have been due to more funda- 
mental causes The employers rightly msist that although workers 
are entitled to 30m a trade union and to select representatives for 
purposes of collective bargammg from among members of the 
trade union, they are equally free to bargam mdividually with 
then* employer or to use the machmery of the company union 
They claim that if the worker m makmg his choice is to be pro- 
tected from coercion by the employer, he should be equally free 
from coercion by the trade union Orgamsed labour considers 
that company unions are almost mevitably company dommated, 
whereas employers assert that they can suggest constitutions for 
company unions and accord facflities for then operation without 
exercismg coercion or mterfermg with the freedom of their 
workers It is evidently difficult m practice to determine where 
reasonable facihties end and pressure by the employer begms, 
also when the employer’s preference is clearly mdicated con- 
siderable numbers of workpeople wdl be hkely to acquiesce m the 
estabhshment of company schemes of representation m which 
they have httle interest, and m these circumstances it may be 
impossible to produce evidence of undue influence by the employer. 

If workers are free to choose between mdividual bargammg, 
collective hargammg by the company union method, and collective 

Til© riglit/ of "fcli© "worlssrs to orgsiiuso with tho object of Ibargaiuung collectively 
had long been established by court decisions In 1926 the Railroad I^ahour Act 
went a step farther, requiring the railway companies to negotiate with their 
workers’ representatives, and preventing either party from exercismg inter- 
ference, influence or coercion over the self orgamsation or designation of repre- 
sentatives by the other The freedom of workers m orgamsmg and in selecting 
representatives from interference, restraint or coercion of employers was general- 
ised by the so-called Anti-Inj unction Act of March 1932, which also made illegal 
the “ yellow dog ” contract 
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bargaining on the basis of trade union membership, it is probable 
that in many nndertakmgs some of the workers will prefer one 
method and others will favour the alternative systems Is the 
method of bargaimng to be determmed by the prefeience of the 
majority of the workers or is a system of proportional representa- 
tion to be adopted ^ Where an overwhelming majority of the 
workeis prefer one method httle difficulty arises, but if preferences 
are more equally distributed awkward situations may develop 
Trade unions with a small majority claim that they alone should 
select representatives for collective bargammg, and generally 
object to joining with representatives of the minority because lack 
of unity would be mevitable and confhcts might arise among the 
workeis which would prevent the reaching of satisfactory agree- 
ments with representatives of the firm The alternative of two 
or more agreements negotiated independently by representatives 
of the several groups of workers is often rejected on the ground 
that it wmuld be impracticable for different standards of working 
conditions to be m force for similar work withm the same under- 
takmg , this method is, however, feasible if one union represents 
a large majority of the workers of a particular craft, as it can 
negotiate upon conditions for aU wmrkers m the category concerned, 
while other representatives may negotiate about the conditions 
of workers in other categories or departments 

Two other questions have caused confhcts or differences One 
IS the refusal of employers to recognise the trade union, though 
they will agree to negotiate with persons who are m fact selected 
by trade umon members and are prominent trade union officials 
This may seem mere " hair sphttmg,” but m some conflicts it 
has been made a question of prmciple by the employers , ^ they 
regard the persons as representmg the workers in their own 
undertakmg alone, while to recognise trade unions would, m 
their view, expose them to demands based on conditions m other 
undertakmgs and districts which might not be appropriate to 
their owm conditions By adopting this attitude they are, of 
course, objectmg to a specially important raison d’etre of the trade 
union The second question is about the meanmg of collective 
bargammg The proper object of collective bargammg is to 

^ This was one of the difficulties m the dispute at the so called “ captive 
mines,” operated by subsidiaries of the Steel Compames The dispute was 
terminated m January 1934 by a form of contract which evaded the issue whether, 
as a matter of law, the contract did or did not amoimt to recognition of the 
umon (See National Labour Board Heleas© 2826 ) The National Labour 
Board m the Buffalo Baking Company dispute decided that employees may choose 
to be represented by a umon 
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reacli agreement, but collective bargammg does not necessarily 
result in agreements, for a breakdown may occur. The Act 
provides for collective bargammg, but does not, and could not, 
requu-e agreement, though the Government might use its authority 
to impose standards of workmg conditions upon mdustry Some 
employers have seized upon a hteral mterpretation of the Act, 
have given representatives of their workers an opportunity to 
state their demands to the management, and then, dismissmg 
them without any further attempt to reach agreement, have 
claimed that they have met the requirement of collective 
bargammg ^ 

III 

Havmg summarised the mam issues, the pohcies of the trade 
union movement and of employers smce the passmg of the Act 
are now reviewed The collective bargammg clause of the Act 
was haded with great enthusiasm by the trade unions, and a wave 
of organisation began such as has never been seen befoie m the 
United States Withm a few months there was an mcrease m 
membership variously estimated at a noilhon to a million and a 
half, though an appreciable part of this accession of membership 
was unstable, workmen jommg during an mtense recrmtmg 
campaign m their area or at a time of conflict and allowmg their 
membership to lapse when the orgamseis moved to another 
district or when the excitement of a dispute had died down 

Immediately, the clash between the craft and mdus trial basis 
of imionism emerged Faced with a flood of recruits m the steel, 
automobile and many other mdustries provisionally grouped mto 
over one thousand so-called “federal” unions along mdustrial hues, 
often at separate plants, the old ciaft unions began to demand 
their distiibution among the existmg unions, and it required all 
the skill of the more progressive leaders to prevent this mappro- 
priate division of new members who were not generally craft- 
conscious ^ The progress of recruitmg was also hampered by 
jealousy between unions about the Inmts of their respective fields 
of operation 

Meanwhile the mdustriahsts were not idle They quickly 
recognised that Section 7 (a) did not compel them to bargam with 
trade unions, but that nidividual bargammg and the company 
union method were equally legitimate if the workers were wilhng 
to use them This was confirmed m of&cial statements by General 

^ At its 1934 Annual Convention the American federation of Labour adopted 
the principle of industrial unionism for mass production industries 
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Johnson, then National Recovery Administrator ^ As, however, 
the emphasis of the legislation was upon collective bargaining, many 
employers vho had hitherto fixed working conditions by in- 
dividual agreement felt that their position would be stronger if 
they adopted the pohcy of ‘‘ collective bargammg through em- 
ployee representation ’’ Consequently there was a tremendous 
growth m the number of these company unions , so rapid was the 
movement that, by the end of 1933, the number of workers in 
undertakings where this method was in operation was said to be 
neaily three milhon compared with only one and a quartei 
million m 1932, the rate of increase being much greater than that 
of the trade union movement The oil industry is almost com- 
pletely orgamsed in this way, while the method has been extensively 
applied in steel (m over 85 per cent of the industry), auto- 
mobile manufacture, rubber, and engmeermg 

In presentmg these plans for adoption the employers had to 
avoid methods which could be construed as involving mterference, 
restramt or coercion upon the fiee choice of their workers, and 
many of the new plans were somewhat more hberal than some of 
the older ones had been, e g , providbing for greater opportunities 
to discuss wages and hours Some of the more individuahstic 
employers regarded the adoption of such plans as a usurpation of 
management’s powers, and feared that the general acquisition by 
the workers of the habit of collective negotiation might provide 
a steppmg-stone to trade imiomsm, but many were convinced 
that employee-representation plans would be an efiective method 
of checkmg the advance of organised labour 

Trade union orgamsation was also resisted by the issue of 
manifestos criticismg trade union methods, pohcy and leadership 
Wage mcreases were granted by employers, partly to show that 
when the situation was favourable workmg conditions could be 
improved without any need for pressure from organised labour 
Also many firms tried to evade bargammg with the trade unions 
even when these claimed to represent a majority of the workers 
They reasoned that though the trade union by an active campaign 
might temporarily secure a majority there was no certamty that 
it would retam its membership They remembered previous 
periods of short-hved organisations, and preferred to bide their 
time instead of committmg themselves to agreements which would 
have given great encouragement to the trade umons 

Consequently, although trade union membership was m- 
creasmg rapidly, the unions made httle headway m securmg 
^ Statements issued on August 24, September 4, and October 10, 1933 
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recognition and in efiieoting agreements In some industries, 
particularly steel and automobiles, m which the industriahsts 
were leading the opposition to the umons, demands for effective 
collective barganimg were virtually ignored. The situation is 
illustrated by the results of an mquiry by the National Industrial 
Conference Board m November 1933 mto methods by which 
companies dealt with employees ^ The mquiry, which covered 
3,314 manufacturmg and mmmg companies employmg an aggre- 
gate of 2,585,740 v age-earners, showed that 45 7 per cent of 
the workers had mdividual relations with the compames, 45 per 
cent were covered by employee representation plans and only 
9 3 per cent by agreements between the compames and trade 
umons This last percentage gives no mdication of the percentage 
of trade union members, as many workers covered by mdividual 
bargammg and employee representation plans were also members 
of trade unions which had not secured agreements Small firms 
were predommantly usmg mdividual bargammg, while m the larger 
plants employee representation plans were more important 
About 60 per cent of the plans had been estabhshed after the 
passmg of the National Industrial Recovery Act 

In their efforts to ensure the employer’s right to deal m- 
dividually with his workpeople and to obtam an open shop ” 
interpretation of Section 7 (a), the mdustriahsts tried to msert 
clauses with this object m the codes of fair competition The 
most determmed effort was made by the automobile manu- 
facturers, who, although they failed to gam direct approval of 
the open shop, were successful m securmg the mclusion m the 
Automobile Code of the ‘‘ mdividual merit ” clause, which pro- 
vided that employers m this Industry may exercise the right 
to select, retam, or advance employees on the basis of mdividual 
merit, without regard to their membership or non-membership 
of any orgamsation ” ^ view of the determmed attitude of 
the mdustriahsts, this clause received the acquiescence, with 
qualifications, of leaders of organised labour (members of the 
Labour Advisory Board) They soon repented of this lapse and 
condenmed the clause, saying that “ among the mdustries now 
so keen for this clause are the very ones that m the past have 
decimated their labour forces to root out union men, all m the 
name of mdividual merit ” ^ Even Gleneral Johnson later stated 
^ National Industrial Conference Board, Ind^'o^dual and OollecUve JBarga^mng 
under the N I R A , New York, November, 1933 

2 Code of Fair Competition for the Automobile Manufacturmg Industry, as 
approved by President Boosevelt, August 26, 1933 

® National Becovery Administration Labour Advisory Board, Belease 585 
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that he had permitted the msertion of the Clause “m an un- 
guarded moment,” and, finally, President Roosevelt decided not 
to approve m any code of fair competition the mcorporation of 
this or other clauses purportmg to mterpret Section 7 (a), because 
of the confusion and misunderstanding resultmg from such 
interpretations 

IV 

In the operation of the Act various interpretations of Section 
7 (a) have been given in the settlement of disputes These show 
inconsistencies, the Admmistration effecting compromises accordmg 
to the circumstances of the dispute In the Berkeley Woollen 
Mills dispute, August 1933, the mam point of disagreement was 
the refusal of a demand by the trade union for recognition, the 
management statmg that they would only recognise a union 
consisting solely of employees of the mill, and would deal with no 
representative of the employees unless the repiesentative was an 
employee of the mill The National Labour Board ^ — a body 
estabhshed to settle labour disputes — decided that employees 
have the right to choose anyone they may wish as their represent- 
ative, and are not hmited m their choice to fellow employees, and 
that the refusal of the management to deal with repiesentatives 
of the employees, unless these representatives are workers in the 
mill, IS an attempt to mterfere with the employees m the designation 
of their representatives 

In the Denver Tramway case the pomt at issue was whether 
the employees should bargam collectively through representatives 
of a company union or of a trade umon After a secret ballot 
conducted by the National Labour Board, which showed a small 
ma3ority m favour of the trade union, the Board decided that the 
trade union was the selected agency through which the employees 
would bargain with the management, any agreement reached 
must apply to all employees of the Company In other disputes 
also the Board decided that representatives chosen by the majority 
of a labour should bargam for all the workers ^ 

Interference by the company with the free choice of repre- 
sentatives by its employees caused a protracted controversy at 

^ The constitution and functions of the Board are described in Section VI 
of this article 

2 These decisions differ from explanations of Section 7 (a) given by General 
Johnson and Mr Donald Richberg, August to October 193S, supporting the right 
of minorities to negotiate separate agreements, but the majority principle was 
agam upheld, lu September 1934 m the Houde Engmeering Corporation case, by 
the National Labour Relations Board, which had superseded the National Labour 
Board 

No 176 — VOL XLIV 
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the Weirton Steel Plant, Pittsburgh In October 1933 the 
Company agreed to the holdmg of an election to deternune who 
should represent the workpeople, but instead of the election bemg 
supervised by the National Labour Board the Company conducted 
one in which about 80 per cent of the workers voted for the com- 
pany union The trade union employees immediately protested 
that the election had been unfair and made complamts of intimi- 
dation, and a substantial number of them then petitioned 
the Board to supervise a secret election As, however, the 
Company made it clear that it would not deal with representatives 
selected at any election which the Board might supervise, the only 
course open to the Board was to refer the Company to the Depart- 
ment of Justice with a view to prosecution ^ This was typical 
of situations at other undertakmgs, mcluding the Harriman 
Hosiery Mills and the Budd Manufacturing Company, some 
of which were settled by compromise after months of dispute, 
while others were referred to the Courts ^ 

The Government was reluctant to brmg many cases before the 
Courts, both because of the probable unfavourable effect upon 
pubhc opmion and also because it was doubtful whether it would 
wm its cases The uncertamty of the Courts’ attitude was 
mdicated when m May 1934 the United States District Court at 
Wilmmgton, by which the Weirton Case had been examined, 
refused to issue an mj unction to restram the Company from takmg 
any part m the election of its employees’ representatives The 
Court not only gave specific reasons for refusmg the injunction, 
but declared that serious questions of law were mvolved, par- 
ticularly the constitutionahty of the National Industrial Recovery 
Act In the Harriman Hosiery Mills case the Department of 
Justice reported that the Company had violated no law or code 
provision 

These disputes about trade union recognition at mdividual 
undertakings were mere skirmishes, though raising important 
questions of prmciple Actually between August 1933 and March 
1 934 the National Labour Board and its Regional Boards supervised 
240 elections, mamly at mdividual undertakmgs for the purpose 
of selectmg representatives for collective bargammg, and had 
effected settlements m many other disputes In more than two- 
thirds of the elections the votmg showed majorities for the trade 
unions, this resultmg partly, no doubt, from the fact that demands 
for elections were made by the unions at times favourable to 
themselves 

^ National Labour Board Beleases, 3225 and 3556 


2 lh%d , 2283 and 3664 



1934] THE “ HEW BEAE ” IH THE ITNITBB STATES H 


603 


The fust great industry-wide trial of strength on the question 
of trade union recognition was in the Automobile mdustry m 
March 1934, the dispute bemg of special significance both on 
account of its magnitude and of the terms of its settlement The 
American Federation of Labour demanded recognition of its 
affihated unions, which had made recent rapid gams m member- 
ship, and they also complamed of victimisation of workers for 
trade union activities, for example, dismissal durmg seasonal 
slaclmess without bemg re-employed when trade became more 
active The automobile compames mamtamed that their workers 
were generally satisfied with collective bargammg through em 
ployee repiesentation plans estabhshed with the support of 80 
per cent of the employees without coercion by the companies, 
and the IsTational Automobile Chamber of Commerce stated that 
it would refuse to recognise any union affihated with the American 
Federation of Labour as such oi to sign contracts with it They 
accused the Federation of un-American and unpatriotic activities, 
and of endeavourmg to dommate the mdustry and estabhsh a 
labour monopoly The workers were warned that the de- 
pression years will look like prosperity years if business must 
stagnate because of quairellmg labour leaders who have only 
their own selfish interests at stake.” Of a leadmg Federation 
orgamser it was said The only thmg he owns m Detroit is the 
smt-case he brought with him,” while he and other trade union 
leaders were accused of havmg httle or no mterest m the welfare 
of the mdustry 

The dispute was finally settled by President Roosevelt, the 
chief terms of settlement being 

(1) Agreement of the employers to bargain collectively with the fieely chosen 
representatives of groups, and not to discriminate against any employe© on the 
ground of his union labour affiliations 

(2) If there be more than one group, each bargammg committee shall have a 
total membership 'pro lata to the number of men each member represents 

(3) An impartial board with access to pay rolls and union membership lists, 
responsible to the President of the United States, shall he set up to decide upon all 
questions of representation, discharge and discrimination 

(4) The Government makes it clear that it favours no particular union oi 
particular form of orgamsation or representation, its only duty is to secure 
freedom of choice without coercion, restramt or intimidation, from any source 

(5) The industry understands that m reduction or mcreases in the number of 
woikers, such human relationships as married men with families shall be given 
jfiist consideration and then semority, individual skill and efficient service A^fter 
these factors have been considered, no greater proportion of trade umon employees 
similarly situated shall be laid o££ than of other employees 

This settlement, wkicli tke President claimed as charting ' a 
new course m social engmeermg m the United States,” wsls a 

B E, 2 
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compromise based oa the principle of proportional representation 
mstead of majority representation The question of trade union 
recognition was left open, while the fourth provision above holds 
the balance evenly between trade union and company union. At 
first the labour organisers welcomed the settlement, it bemg a great 
relief to them that a stoppage had been avoided, but later, as 
they made httle headway m securmg collective agreements, they 
became disillusioned la the early days of the National In- 
dustiial Eecovery Act organised labour had counted on receiving 
Government support of trade union bargammg with employers, 
and were now disappomted that the Admmistration had not 
taken steps to outlaw employee repiesentation plans as company 
dommated Henceforth, they placed less rehance upon Govern- 
ment support, the resistance of employers stiffened, and conflicts 
became more bitter 

Other disputes need not be discussed m detail Most of them 
have mvolved the trade union recognition issue, though m some 
the wage question has predommated The railway dispute m 
March 1934, which was settled by a compromise, was about the 
restoration of a 10 per cent cut made m wage rates m 1932 , in 
this mdustry the skilled workers’ unions receive recognition, and 
methods of avoidmg conflict operate under the Eailroad Labour 
Act, 1926 In the Bituminous Coal Industry an important point 
at issue in the dispute of April 1934 was the wage diffeientials 
between South and North The brmging mto operation of wage 
scales nairowmg considerably the margm between South and North 
led to such vigorous protests by the South that substantial 
revisions were made It was admitted that Southern mdustry 
had been built up on the basis of differentials, and the Admmi- 
stration recognised that any sudden termmation of estabhshed 
economic relationships would lead to confusion and hardship 
Nevertheless, m this and other mdustries there has been a tendency 
towards reducmg the differentials between South and North, and 
in annoimcmg the terms of settlement of the Bitummous Coal 
dispute, President Eoosevelt expressed the hope that standards 
of hvmg m the South would contmue to improve, and said that m 
the meantime Southern coal ought not to mvade with its cheaper 
produce the area of higher wages and thus impose its lower stand- 
ards Measures were not, however, proposed to prevent this 
mvasion, which would be the economic consequence of the 
differentials 

Towards the end of May 1934 extensive disputes threatened 
in iron and steel and m cotton, the chief trouble m the former 
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being trade union recognition, and in cotton the loss of earnings 
which ^ould result fiom a reduction for twelve weeks of 25 per 
cent in machine hours with the object of bimgmg pioduotion into 
line with demand This question caused discontent throughout 
the summer, but the textile strike of September 1934 was chiefly 
about trade union lecognition A strike of longshoremen on the 
Pacific Coast, which lasted several months and culmmated in a 
general stiike in San Francisco in August 1934, was mamly about 
the demand of the International Longshoremen’s Union for higher 
w^ages and eftective collective bargammg , the dispute was com- 
plicated by the question of the closed versus open shop which was 
raised by the demand of the union to control the hirmg halls 
where labour is recruited These and other disputes had the 
eftect of makmg the yeai 1034 a period of excejitionally distuibed 
industrial relations 


V 

Trade union recognition has been mdicated as the chief cause 
of recent disputes, many of which have been the direct outcome of 
Section 7 (a) of the National Industrial Kecovery Act and the 
consequent uicreased activity and msistent demands of the trade 
unions A disturbed period was, however, mevitable as a result 
of dislocations and maladjustments arismg out of the whole 
recovery programme, and particularly of the provisions of the 
industrial codes Such vast economic changes could not be made 
without upsettmg estabhshed relationships, some occupations 
and uidustries gamed more than others, and the adjustment 
between money wages and cost of hvmg was disturbed Naturally 
those who found themselves worse ofl strove to recover their 
position Many complamts of maladjustment aiose out of the 
operation of the labour provisions of the codes, and it is therefore 
necessary to examme the chief eflects of these provisions and the 
part played by organised labour m their estabhshment 

The great majority of codes (e g , 270 out of the first 300 to 
be approved) fix hours of work at forty per week or less In 
many of them elasticity is arranged , thus m about one-third of 
the codes the hours are not fixed as a flat maximum, but are 
averaged over a period (sometimes of four weeks or even as long 
as three months), while a large majority provide for an extension 
of maximum weekly hours m periods of seasonal or other peak 
demand {e g up to forty-eight hours durmg six or twelve weeks m 
the year) or contain other overtime arrangements Foremen 
and ceitam categories of workers — ^for example, repair crews — are 
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exempt The mmimum age for employment of juveniles is fixed 
at sixteen years 

In most mdustries mmimum wage rates are 35 cents or 40 
cents an hour or 12 to 15 dollars a week, the minima are often 
lower for Southern than for Northern States, and differences are 
sometimes arranged between other regions or accordmg to size of 
town, while some codes fix different minima for men and women 
The minima apply to the lowest class of labour m the mdustry ^ 
Scales for categories of semi-skilled or skilled workers are rarely 
fixed, though most of the codes mclude a general provision for 
determmmg the rates to be paid to these categories In some 
codes the provision is a fairly definite safeguard, while m others 
it IS too vague to be of practical value Thus certam codes provide 
for mamtenance of the differences prevaihng between the various 
categories of workers before the fixmg of the code minima , some 
state that wage rates shall be adjusted so as to yield not less for 
a week of forty hours than was paid for the same class of work 
before hours were reduced Others merely require equitable 
adjustment of wage rates above the m inimum, or mcreases v/hich 
will mamtam a fair relation for the higher categories 

Relatively few disputes have been caused by the hours pro- 
visions of the codes, the general effect of which has been to reduce 
workmg time by about an hour a day The pohcy of the unions 
IS to secure a still shorter workmg week, with maintenance of 
earnings, as they beheve this would mcrease the numbers m em- 
ployment by sharmg the available work ^ Some groups of workers , 
however, have complamed of the effect of reduced hours upon 
earnmgs, and demands have been made m some districts for a 
longer worlnng week , as already mdicated, the effect of shorter 
workmg time upon earnmgs caused protests accompanied by strike 
threats m the cotton textile mdustiy Other difficulties from the 
shorter workmg week have resulted where employers have 
endeavoured to offset the reduction m hours by mcreases in the 
speed of work Complamts are also made that the system of 
averagmg hours over extended periods has largely defeated the 
intention of spreadmg the work 

More disputes have arisen from dissatisfaction among skilled 

^ Lower rates may be paid to learners and apprentices and to workers snfferinff 
from physical or other handicaps 

2 See American Federatiomst, Aprxl 1934, Address by William Green, President 
of the American Federation of Labour, on “ Some Insistent Problems in Wages 
and Hours ” At the Federation’s Annual Convention m Son Francisco, October, 
1934, the delegates voted unammously in favour of a thirty hour week for all 
industries 
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and semi-skilled workers because of failure to increase their 
wages m proportion to the rise accorded to unskilled workers 
The general effect of the mmimum rates fixed for the unskilled 
seems to have been to prevent sweatmg, especially m the South, 
the code rates bemg a distinct advance from the low levels to 
w^hich wages had fallen, but for slalled workers the elasticity of 
many code provisions has permitted extensive evasion of the 
Administration' s intentions that earnmgs should be mamtamed 
w ith the shorter week and that existmg differentials between skilled 
and unskilled should be continued In many undertakmgs 
skilled categoiies have been regraded at lower rates of pay, while 
the mcreases accorded have been more than offset by reduced 
hours and mcreases in the cost of hving In consec[uence, the 
purchasmg power of large numbers of skilled workers has declined. 

Organised labour also piotests that its participation in the 
draftmg of the labour provisions of codes and in their admmistra- 
tion has been madequate Ceitainly its share has been smaller 
than would be claimed and accorded to the trade union move- 
ment m Great Britain if similar changes were bemg mtro- 
duced The Codes, mcluding the labour provisions, are drafted 
separately for each industry by representative associations of 
mdustriahsts The drafts are considered at pubhc hearmgs, when 
interested parties can state their objections This gives the trade 
unions their first official opportunity of proposmg changes, and 
they are assisted by a Labour Advisory Board, which is part of 
the structure of the National Becovery Admmistration, appomted 
by the Secretary of Labour and consistmg of eight members 
mamly trade union officials ^ Organised labour complams that 
the mdustriahsts have an unfau advantage because the drafts 
on which hearmgs are based are submitted by the trade asso- 
ciations, because the trade associations are m an unduly mfluential 
position m discussmg the adjustments to be made to meet ob- 
jections raised m the pubhc hearmgs, and because the Admmistra- 
tors before whom hearmgs are held and who mamly determme 
what attention shall be given to criticisms of draft codes are largely 
drawn from the ranks of the mdustriahsts 

The Admmistration, particularly General Johnson, has 
favoured mdustrial self-government rather than Government 
regulation of busmess , ^ this is shown both m the draftmg of the 

^ An Industrial Advisory Board and a Consumers’ Advisory Board are 
responsible tbat the interests of industrialists and consumers respectively are 
adequately represented 

2 General Johnson was superseded in September 1934 by a Policy Board con- 
sisting of Cabinet members and other departmental chiefs 
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codes by trade associations and m their application by Code 
Authorities representative of the industry with the Government 
assummg consultative and advisory functions rather than direction 
and control The Code Authorities, with few exceptions, are 
composed almost entirely of mdustrialists, together with from 
one to three Admmistration representatives for purposes of 
co-ordmation and advice and to protect the public interest 
Only a few Authorities, e g , that for the Men’s Clothing Industry, 
include members representmg labour In consequence of demands 
by the trade unions,^ however. General Johnson decided, folio wmg 
the President’s Conference on N R A in February 1934, to appoint 
a labour adviser and also a consumers’ adviser to the Administra- 
tion member or members of Code Authorities ^ These advisers, 
appomted on the nommation of the Labour and Consumers’ 
Advisory Board respectively, are not members of the Code 
Authorities, and attend meetmgs only on mvitation, but they have 
free access to the mmutes and have the right to appear before the 
Code Authority to make statements on specific subjects They 
are required to treat as strictly confidential all information obtained 
in their advisory capacity 

This arrangement meets only m pait the demands of organised 
labour The supply of information to the labour adviser is an 
advantage especially m afiordmg early mdications about changes 
in pohcy, but the fact that the information is confidential some- 
what hmits the action which the labour adviser can take in 
consultmg the mterests he represents Organised labour desired 
the right to attend all meetings, though this would have stifled 
free discussion by the mdustriahsts and led to unofficial meetings 
by the mdustriahsts alone On the other hand, labour was 
wilhng to accept an advisory position, and preferred not to have 
votmg power unless its representation was equal to that of the 
mdustriahsts The formal representation of labour on the Code 
Authorities would be of value in protectmg the workers’ interests 
only when it had the backmg of a strong labour organisation 

VI 

Code Authorities composed mamly of mdustriahsts may be 
fairly suitable for securmg comphance with the trade practice 
provisions of the Codes, but complamts of violation of labour 
provisions and the setthng of labour disputes must be handled 

1 See, for example, the Amencan FederaUomst, March 1934, article on " The 
Representation of Labour on the Code Authority ” 

National Recovery Administration Release 4152, of March 31, 1934 
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either by an impartial authority or by a body upon which labour 
IS represented equally with mdustriahsts The need for machinery 
other than the Code Authorities to deal with these questions was 
soon recognised, as m very few mdustries are the Code Authorities 
so constituted as to give adequate protection to the mterests of 
employees ^ In fact, two systems were established, one to deal 
with labour complamts and the other with labour disputes 

For labour complamts, as for violations of trade practices, 
the National Recovery Admmistration is an adjustment and not 
an enf 07 cement agency, cases of wilful violation are referred to 
the enforcement authorities {e g the Attorney-General) Durmg 
the early months of the Code system labour complaints which the 
workers or their representatives were unable to adjust with the 
management of an undertakmg were usually submitted to the ap- 
propriate State Comphance Director, an official of the National 
Recovery Admmistration, who, with his Labour Compliance 
Director, endeavoured to secure comphance by investigation and 
concihation ^ If he failed the case went forward to the National 
Comphance Director, and failure to adjust at this stage was 
reported to the National Recovery Admmistrator for reference 
to the enforcement agencies Complamts of violation of labour 
provisions have been very numerous, especially agamst small 
firms m industries where trade imiomsm is weak The pro- 
cedure for adjustment operated slowly, and, for reasons already 
mdicated, few cases of violation have been referred to the 
enforcement agencies for punitive action The Admmistration 
IS, however, m a strong position for securmg comphance by firms 
receivmg Government contracts 

With a view to improvmg the piocedure for dealmg with labour 
complamts, the Admmistration m March 1934 decided that each 
industry should set up an IndustriaL Relations Committee to 
handle labour complamts, and also labour disputes ® These 
Committees, of which few have yet been constituted, consist of 

1 The Manual for the Adjustment of Compla%nts (N R A Bulletin, Ho 7) 
states that complaints of labour violations should not be referred to the normal 
code body dealing with trade practice complaints unless the interests of the 
employee would be adequately protected The Manual also distinguished 
labour complaints {fi e alleged violations of code labour provisions) from labour 
disputes, which are defined as situations where a strike or look-out exists or is 
threatened or as complaints which because they primarily involve Section 7 (a) 
of N I R A may lead to labour disputes 

2 For purposes of investigation and recommendation the State Compliance 
Director may refer the complamt to a State Adjustment Board consisting of a 
representative of the industrialists, a representative of labour and an impartial 
chairman 

^ national Recovery Administration Release 4152, of March 31, 1934 
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an equal number of representatives of employers and employees, 
with an impartial chairman^ Already before this new system 
was envisaged several industries had set up representative Labour 
Complamts Committees, or Labour Disputes Committees, or both, 
m accordance with Code provisions These were chiefly mdustries 
m which laboui was well organised, mcludmg cotton textiles, men’s 
clothmg, and bitummous coal The trade unions are favourable 
to the estabhshment of mdustrial relations boards m each mdustry, 
though the effectiveness of such boards is doubtful where labour 
organisation is weak They would give opportumty to mdustries 
to adjust their own differences before complamts or disputes are 
referred officially for settlement by theAdmmistration’s comphance 
machmery They might thus accelerate the process of adjust- 
ment, and they would also be m harmony with the favoured ideas 
of mdustrial self-government It seems, however, cumbersome to 
set up over eight hundred separate boards (^ e one for each 
industry workmg under a code), and the groupmg of aUied branches 
of mdustry under a relatively small number of boards, which is 
now officially proposed, would have advantages 

Alongside these Industrial Delations Boards deahng both with 
labour complamts and labour disputes there is special machmery 
for labour disputes The Federal Department of Labour has long 
had authority to deal with disputes through its staff of Com- 
missioners of Concihation, a number of the States have also 
instituted conciliation machinery In addition, a few industries 
had set up voluntarily by collective agreement schemes of con- 
cihation and arbitration, while m one mdustry — ^railway trans- 
portation — a special system for setting disputes was estabhshed 
by legislation m 1926 

With the mtroduction of the ‘‘ New Deal ” two types of 
machmery for deahng with labour disputes were set up, one on a 
national and regional basis, with power to deal with disputes m 
any mdustry, and the other on an mdustrial basis, separate authori- 
ties bemg appomted m certam mdustries to deal with disputes 
arising m these mdustries only. At first this new machmery was 
operated as part of the N R A system, but m 1934 it was brought 
mto close association with the Department of Labour 

The first new authority with power to deal with disputes m 
any mdustry was the National Labour Board, consistmg of an 

^ As questions involving labour disputes were subsequently withdrawn from 
K" R A , it IS probable that Conunittees to deal with disputes will not be appomted 
in all industries, but that special macbinery will be set up for certain industrial 
groups as occasion arises 
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eq[iial number of representatives of employers and of employees, 
with Senator Bobert F Wagner as Chairman ^ It is not necessary 
to describe this machmery m detail, as it was superseded after 
less than a year’s operation by another system The Board was 
empowered to deal with all disputes between employers and 
employees which, by mvolvmg risk of a stoppage, tended to impede 
the purposes of the National Indnstrial Recovery Act, it was 
designed especially to handle disputes arismg under Section 7 (a) 
of the Act, and cases of non-eomphance with code provisions 
resultmg m a strike or lock-out bemg threatened or effected. In 
practice, a large majority of the disputes dealt with by the Board 
involved refusal of the workers’ rights of organisation, trade union 
recognition, and collective bargammg ^ As has already been 
mdicated, the Board in setthng various disputes supervised 
elections to determme tlie method of representation preferred by 
the workers It also handled many cases of alleged discrimmation 
agamst workers for trade union activities, and large numbers of 
workers were rem stated through its mtervention Chief after 
alleged violations of Section 7 (a) were wage disputes, mcludmg 
those arismg from reduced weekly earnmgs consequent upon the 
shorter workmg week under the codes The Board’s methods 
were mediation, concihation, and voluntary arbitration, it had 
no powers of compulsory arbitration Under the National Labour 
Board, eighteen Regional Labour Boards were set up, together 
with Local Labour Boards, each consistmg of equal numbers of 
representatives of employers and of employees, with an impartial 
chairman 

From the outset the Board was regarded as only provisional 
machmery, while m its operation it encountered the hostihty of 
mdustriahsts, many of its decisions bemg attacked as showmg a 
marked bias m favour of trade unionism Senator Wagner was, 
mdeed, desirous of increasmg the effectiveness of the trade unions 
and of securmg a development of collective agreements with the 
trade unions representmg the workers’ mterests, and he regarded 
the employers’ manoeuvre of collective bargammg with company 
dommated unions as a travesty of the mtention of Section 7 (a) 
He therefore mtroduced mto the Senate a Labour Disputes Bill, 
the chief objects of which were to equahse the bargammg power of 
employers and employees and to create a permanent National 

1 This Board was created by the President m August 1933 

^ See Statistical reports siamraarising the Board’s work The Board had only 
powers of adjustment, not of enforcement, cases of violation of the Act being 
referred to the Attorney-General 



612 THE ECONOmC JOTTRNAX. [DEC 

Labour Board for the settlement of industrial disputes by voluntary 
mediation and arbitration ^ Its provisions about collective 
bargammg were stronger and more definite than tliose of Section 
7 (a), while employers were to be precluded from adopting various 
“ unfair labour practices/’ with the conseq[uence tnter aha that 
company unions of the existmg tjrpe, inflLuenced or controlled by 
the employers, would have been difficult to establish or maintain 
The industriahsts weie strongly opposed to the Bill, claiming 
that, m efiect, though not in specific terms, it would enforce the 
closed shop throughout American mdustry, and would result in 
givmg labour union officials virtual dommation over American 
mdustrial life ^ They particularly resented the babihty of em- 
ployers to action because of alleged unfair labour practices,” 
while the trade unions were free from similar restrictions So 
strong was the opposition to the Bill that it had no chance, even 
much amended, of bemg passed by Congress . 

In June 1934, however. Congress passed a resolution authoris- 
mg the President to set up mediation boards for tbe settlement of 
labour disputes, but leaving unsettled the q^uestions whether the 
closed shop ” prmciple should he apphed if a majority of the 
workers demanded it, and the part to be played by minority 
mterests m mdustrial negotiations ^ Under this resolution the 
President set up a new National Labour P elation s !Board to 
supersede the National Labour Board ^ Unlike tbe National 
Labonr Board the new Board is ‘‘non-partisan,” consisting of 
three impartial members, with no representatives of employers 
and employees Also instead of being part of the National 
Recovery Admmistration it works in association with the Depart- 
ment of Labour, a desirable change ensuring co-ordination and 
preventing overlappmg The Board has authority to investigate 
questions arismg under Section 7 (a) of the National Industrial 
Recovery Act or other differences obstructing the free flow of 
mter-state commerce , it may order elections to determme the 
workers’ representatives for collective bargaining, prescribe 
regulations for collective bargammg and mvestigate complamts 
of discrimmation agamst workers because of their trade union 
activities It may also, on the request of the parties to a dispute, 
act as a board of voluntary arbitration. It may retain or dissolve 

^ Its reference nnmber is S 2926, 73rd Congress, 2nd Session, retruary 28, 
1934 Some of its provisions resemble those of the Railroad Labour Act, 1926 
2 Statement by the Directors of the National Automobile Chamber of 
Commerce 

^ Congress Resolution No 44, June 19, 1984 
^ Executive Order 6763 



193i] THE KEW DEAL ” IN THE UNITED STATES II 


613 


the regional and local boards set up under the National Labour 
Board, and has power to lecommend the estabhshment of Regional 
Labour Relations Boards and special Boards for particular 
industries The right to strike, to which organised labour attaches 
gieat importance, as in no way impaored by this new system 

The Board appears to be adoptmg a narrow interpretation of 
its functions, for, although m August 1934 it made an attempt to 
handle the textile dispute, it finally, when the strike was declared, 
advised President Roosevelt to appomt a special mediation board 
for the purpose of efiecting a settlement ^ In communicating 
this advice the Chairman of the Board indicated that the Board 
regal ded itself as an appeal court for the mterpretation of Section 
7 (a) of the National Industrial Recovery Act m specific cases, and 
that “ as a semi-judicial body it is desirable that we be as far 
removed as possible fiom direct participation m controversies over 
some aspects of which we may at a later date be asked to sit m 
judgment ” 

In addition to the National Labour Board and its successoi, 
the National Labour Relations Board, special boards have been 
set up, as already stated, to deal with disputes as well as with 
labour complaints m certam mdustries Some of these are con- 
stituted under code provisions, but are generally responsible to 
the Admmistration, and not to the code authority Under the 
Cotton Textile Code a Cotton Textile National Industrial Relations 
Board, consistmg of one member representmg the employers, 
one representmg the employees, and an impartial chairman, was 
appomted by the National Recovery Admmistrator , ^ similarly 
constituted Boards were appointed m each State in which the 
cotton mdustry operates, while whenever a dispute arises m any 
mill an ad hoc jomt mill committee is set up to make a first attempt 
to compose the difierence Though it handled many labour 
complamts and a number of disputes at individual factories, 
the Board was mefiective in the dispute leading to the textile 
strike of September 1934, partly because the union leaders lacked 
confidence m it, and its supersession is under consideration 
Under the Bitummous Coal Code six divisional or regional Boards 
to deal with disputes are set up, each consistmg of one member 
representmg labour, one representmg the companies, and one 
appomted by the President These eighteen members of the 
divisional Boards together form the National Bitummous Coal 

^ The employers had refused the Board’s invitation to meet the leaders of 
the unions in conference 

^ This Boaid also dealt with labour complamts 
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Labour Board, but m reachmg its decisions only the six Piesiden- 
tial appointees have votes A Petroleum Labour Pohcy Board 
has been set up under the Petroleum Industry Code,^ while several 
other codes also provide for the estabhshment of machinery to 
handle disputes 

An y regularly constituted machmeiy may prove inadequate 
in a crisis, and recourse to special or exceptional methods may 
often be expedient In the most serious disputes President Poose- 
velt has intervened, and the terms of settlement have sometimes 
included the creation of mdustrial relations machinery, e g the 
Automobile Labour Board established m settlement of the 
automobile dispute, March 1934, and the National Labour Re- 
lations Board for the steel industry , sometimes he has appomted 
an ad hoc board of mediation with a view to setthng a dispute, this 
course bemg taken m June 1934 durmg the longshoremen’s strike 
m Western and Southern ports, and m September 1934 durmg the 
textile strike when existmg machmery had proved to be meftective 
In the disturbed state of mdustrial relations the need for flexibihty 
of methods of adjustment and for adaptation to the circumstances 
of paiticular disputes has been given practical recognition, while 
the tendency has been to withdraw the new concihation machmery 
from the National Recovery Administration and to brmg it mto 
closer association with the Department of Labour 

VII 

To summarise, the National Industrial Recovery Act and 
other parts of the New Deal ” have been responsible for a great 
increase m mdustrial unrest m the United States, which has 
hampered the return of prosperity With rismg prices stimulated 
by Government action and official support for the idea that higher 
wages with shorter hours are necessary to sustam busmess recovery, 
it IS not surprismg that mdustrial relations have been disturbed 
Trade union recogmtion, however, has been the chief immediate 
issue Leaders of organised labour mterpreted the Government’s 
attitude and legislation to imply support of trade imion recognition 
and collective bargammg, and they urged workers to jom the imions 
as a patriotic duty Employers m many mdustries long hostile 
to organised labour have adopted the company union ” inter- 
pietation of collective representation, have asserted that the 
trade unions are grossly exaggeratmg their membership figures 

^ Exceptionally tins Code is ■tinder th.© Secretary of the Interior, and not uoder 
HR A 
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and represent a minority, often only a small mmority, of the 
workers , and they have resisted demands for recognition in the 
hope that recent mcreases m trade union membership would 
prove to be temporary and that the movement would soon revert 
to its former weakness and qmescence 

These irieconcilahle attitudes have placed the Government m a 
dilemma , it cannot satisfy organised labour without ahenating 
the mdustriahsts, and to do tins would prejudice the success of the 
lecovery programme It has mevitably attempted compromises, 
but these have satisfied neither side, though, their position bemg 
provisionally safeguarded, they have been more acceptable to em- 
ployers than to labour At first the tiade unions, grateful for the 
Government’s support of freedom of association and collective 
bargainmg, tried to avoid great industrial conflicts, but later 
they became disillusioned, attacked N R A for its failure to en- 
force the piinciple of collective bargaming, and resorted to strikes 
in an attempt to command recognition The most disturbed 
period in the history of American mdustiial relations has resulted 
Trade union recognition and efiective collective bargaming 
cannot be enforced by Government edict They must be the 
outcome of stable organisation among the workers, temperate 
leadership on both sides and mutual confidence m fair deahng It 
IS yet uncertam to what extent the unions will be able to consohdate 
their new membership, and, with the present attitude of each side, 
the immediate outlook is not favourable for mdustrial peace 

J Hehhv Riohabbsoh 

The TJmversity, Leeds, 

October 15, 1934 



ECONOMIC REVIVAL m SOUTH AFRICA 

On May 16, 1932,^ the South African Select Committee on the 
Gold Standard reported, inter aha 

‘‘ Your Committee is firmly convmced that the interests 
and welfare of the Union demand the mamtenance of 

the gold standard ” (Para 121 ) 

'' The abandonment of the gold standard would confer 
no absolute benefit on the Union It would not increase 
oixr national wealth by one penny As the Governor of the 
Reserve Bank said ' mterference with the measure can 
never make your cloth longer or the surface of your table 
greater creatmg bad money will never create better busmess 
but the reverse ’ ” (Para 120 ) 

It could at best only temporarily alleviate matters by 
brmgmg about a redistribution of wealth m the country, the 
full effects of which it would be difficult to foresee It 

would, however, introduce absolute drawbacks m the un- 
certamty as to the value of money ’’ (Para 120 ) 

The Union abandoned the gold standard on December 28, 1932 
It IS the purpose of this article to examme the vahdity of the 
above statements m the hght of subsequent economic events m 
this country and to see how far prophecy has been translated into 
fact, for the turn of events is mterestmg not only from an historical 
but also from a theoretical pomt of view ^ For this purpose it is 
necessary to look briefly at certam aspects of the above report 
(^ e the majority Report and not the Draft Report submitted by 
Mr Kentridge which advocated abandonment of gold and ex- 
change parity with sterhng) 

The Rej)ort of the Select Committee 
The followmg were the mam arguments which mfluenced the 
Committee m dechnmg to recommend the abandonment of the 
gold standard 

1 To abandon the gold standard means upsettmg the 
basis of all contract and all the manifold arrangements of the 

1 S C 9 — ’32 (Great Britain had left the gold standard in September 1931 ) 
^ For a discussion of the period prior to abandonment of gold vide two articles 
in the Ecoi^omicJoubnax, March 1933, by Professors B Leslie and S H Frankel 
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commmiity which depend on it They would run the risk 
of havmg a currency the value of which no man would know 
from day to day ” (Para 119 ) 

2 The depreciation of the currency would be followed by 
a (correspondmg and more or less immediate) rise m prices 
on the principle of the Quantity Theory of Money (Paras 
7, 57, 58, 64, 92 ) 

3 If the gold standard were abandoned the exchange 
rates on gold standard (and other) countries would remain 
exactly as they were, ^ e there would be no automatic 
depreciation (Para 90 ) 

4 Abandonment of the gold standard would necessitate 
a pohcy of deliberate mflation to at tarn sterhng parity 
(Paras 90, 91 ) 

6 '' The departure from the gold standard would act as 
a temporary rehef (to the depression), but the permanent 
mterest of the country would not be served by it On the 
contrary, the cost at which the temporary relief would be 
bought would be so high that it must be ruled but as both 
uneconomical and dangerous ’’ (Para 82 ) 

6 ‘"A satisfactory case for abandonmg the gold standard 
cannot be based on the prospect of lengthenmg the hves of 
the mmes ’’ (as set out m evidence of representatives of the 
Gold Producers’ Committee, Messrs J Martm, P M Ander- 
son and W Gemmill) (Para 118) 

The Committee could, perhaps, m the circumstances of the 
moment, hardly be blamed for playing for safety nor can 
there be any question that its members honestly beheved m 
the correctness of their statements, though subsequent events 
have entirely disproved their main conclusions Nevertheless, 
much of the evidence tendered, particularly by the mining, 
commercial and mdus trial interests and by certain professional 
economists,^ was definitely in favour of abandonment, primarily 
on account of the continued fall m world prices measured m 
gold 


1 The writer, in. a written memorandum submitted, and in evidence, advocated 
abandonment, parity with sterling, and ultimate devaluation, and stated that 
abandonment would result in approximate parity with sterling, the return of 
the liquid capital exported, more favourable competitive conditions for the 
exporting industries, a greatly extended life for the gold mines, the balancing 
both of the general and the railway budgets, no inflation, decreased taxation and 
a stock exchange boom 

176 ^VOL XLIV S S 
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Immed%ate and Pnma'iy Effects of Abandonment 

Abaudoiament of tlie gold standard, which was brought about 
directly by the pohtical action of Mr Tielman Boos, had three 
immediate and far-reaching ejects 

1 The Beserve Bank’s T T exchange seUing rate on London, 
which stood at its lowest pomt in hTovember 1932, at £66 155 
South African for £100 sterlmg, moved slowly but steadily till it 
stood at £70 lOs on December 24 A wild scramble for gold 
com commenced on December 23, and though the Reserve Bank 
was on December 28 reheved of the necessity of paying out gold 
agamst its notes, it quoted exactly the same exchange rates on 
London as it had on December 24 

The explanation of this is to be found m the evidence of the 
Governor, Mr J Postmus (Qq 14-17), in which he stated emphati- 
cally on February 26, 1932, to the Select Committee, that should 
South Africa abandon the gold standaid, the South African pound 
would not sink almost toparity with sterhng and that, if the Govern- 
ment suspended convertibihty of notes into gold but did not 
change the position of the Reserve Bank, ‘'the Reserve Bank would 
go on paymg its notes m gold and chargmg such rates of exchange 
as would keep the South African pound on a par with gold ” This 
statement was based on an exammation of the Union’s trading 
position and balance of payments (Q 20) and the “ normal ” 
demand for exchange Ho account whatever was taken of 
abnormal demands for exchange, ^ e the movement of short-term 
funds and hqmd balances, which would arise in a crisis and which 
had been the previous experience not only of the Union but of 
other countries 

But the statement was defective m another important respect 
the Agreement of the Gold Producers to sell aH their gold to the 
Reserve Bank (by means of which agreement only had the Bank 
been enabled to exercise control over rates, both of exchange and 
discount) was operative only so long as the Union was on the gold 
standard, which was defined as the abihty to obtam gold on de- 
mand without any restrictions on its use The importance and 
significance of this provision were apparently completely over- 
looked not only by the Board of the Reserve Bank (the Governor’s 
written statement represented the unanimous opmion of the 
Directors) and the Select Committee but also by the Government 
Consequently the non-convertibihty of notes automatically 
abrogated the agreement, and the followmg day, December 29, 
the Mmmg Industry refused to seU any more gold to the Bank' 
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its supply of exchange was cut off at source, and the Bank itself 
rendered entnely impotent As from that day it ceased to quote 
exchange rates and dropped entirely out of the exchange market 
till January 21, 1933 

The demand for sterhng exchange contmumg at the same un- 
precedented level and the supply bemg now entirely m the hands 
of the commercial banks, they pushed the selhng rate the folio wmg 
day, December 30, to £91, and on January 3 to £96 (by which 
action the speculative demand largely ceased), and finally, on 
January 19, to parity On January 21 the Reserve Bank resumed 
quotations at £99 1 Buymg and £100 1 Selhng, a margm of 1 per 
cent , which has been strongly and correctly criticised by the 
husmess community smce as excessive, but which has enabled the 
Bank to replace its capital losses, rebuild its reserve and resume 
payment of dividends and has sent the price of its stock, which 
stood at £202 175 6d on June 30, 1931, from the lowest pomt it 
touched, £102 105 on November 13, 1931, to £265 on April 14, 
1934 As from July 4 last the margm was narrowed to £|- and 
from July 30 to £f The Deputy Governor, presidmg at the 
thirteenth Ordmary General Meetmg of Stockholders at Pretoria 
on June 28, 1933, more or less admitted what critics had always 
said, namely, that m exchange relations the psychological 
value of the South African pound is parity with sterhng ’’ A new 
Agreement with the Chamber of Mmes was signed on May 10, 
1933, the Bank handhng as usual all the gold produced m the 
meantime The Currency and Exchanges Act, 1 933, made Reserve 
Bank notes legal tender, reduced the statutory reserves agamst 
both notes and deposits from 40 to 30 per cent and authorised 
the Bank to make mvestments to prevent undue fluctua- 
tions m the sterhng exchange value of Dnion currency, any 
mcidental losses or profits bemg home by or accrumg to the 
Government 

2 Parity with sterhng immediately resulted m practically 
all the hquid resources which had been transferred to London, and 
amountmg finally to approximately £17 m to £18 m, bemg 
repatriated at handsome profits and, m addition, a considerable 
amount of new capital was mtroduced, prmcipally for the purchase 
of gold-mmmg shares Smce also abandonment of the gold stan- 
dard meant the accretion to the revenue of all expoiters as a 
body (mcludmg, it is worth notmg, not only the gold-mmmg 
mdustry but also farmers and all exporters of primary products) 
of the premium on gold, and smce m the case of the gold-min,mg 
mdustry this amounted m 1932 to approximately £18,200,000 for 

S S 2 
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the Reef only, the earning prospects of the mines were enormously 
enhanced, and there resulted, therefore — 

3 A stock exchange boom m the shares of all gold-mming 
companies together with great mcentives to new flotations I have 
analysed this “ Boom m Kaffirs ” m considerable detail else- 
where,^ but the significance of the altered fortunes of the gold- 
mmmg mdustry is dealt with later Some mdication of the change 
IS, however, provided m the movement of the writer’s Gold Stock 
Index 2 of the shares of thirty-one producing gold-mming companies, 
from 1,082 on December 10, 1932 (base 1,000 m January 1931), 
to 2,217 for December 1933 and 2,607 for May 1934 

The enormous change m the economic situation, a direct 
result of abandonment, can be appreciated only in the light of the 
position which gold-mmmg m particular occupies m the economy 
of the Union The followmg figures® give details of the Gold 
Mining Industry of the Witwatersrand for the year 1930 


Whites m Service 

22,245 

Total m Service 

226,769 

Salaries and Wages to Whites 

£8,386,332 

Total Salaries and Wages 

£15,297,662 

Value of Stores consumed 

£14,707,571 

Tons crushed 

31,701,103 

Fine ounces of gold produced 

10,538,797 

Value of gold produced 

£44,765,963 

Working Costs (32 producing mmes) 

£30,935,241 

Dividends paid 

£8,630,010 

Government’s shaie of profits, etc , 

year 

ended 31/3/31 

£2,169,082 


The Commission also arrived at the conclusion that ‘‘ about 
one-half of the population of the Union obtains its livelihood 
directly or mduectly fiom the gold-mming industry and that 
about one-half of the Government finances of the Union ^ is derived 
directly or mdirectly from the gold-mmmg mdustry ” The 
total visible exports of South Africa m 1930 were valued at 

^ Vide The South Afr%ean J ournal of Bconormcs^ Vol I, No 3, September 1933, 
“ The Boom in Slaffirs — an Analysis,” pp 320-346, with six graphs, including 
a new Gold Stock Index (31 mines) 

^ Since taken over, but altered to 30 mines, by the Union Department of 
Census and Statistics Vide Monthly BulUUn of StaUsUcs, June 1934, pp 2-4 
and Table XXI 

® Extracted from the Bepoit of the Low Grade Ore Comm%s8%on. 1932 (XJ G 
16— ’32), pp 21-22 

4 Total Umon Government expenditure m 1930-31 amounted to £30,813,216 
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£885447,5345 and of this gold, bullion plus coin, totalled £465318,576, 
and the total National Income of the Union was estimated by the 
Economic and Wage Commission of 1925 at £186 m The Gold 
Producers’ Committee estimated that a currency depreciation of 
25 per cent would on the 1931 output of 10,875,000 ounces be equal 
to an mcrease of £15,400,000 in the value of the output expressed 
in pounds of the new currency , additional costs might be 
£3,200,000 , Government’s share of taxation, on the then basis, 
and profits on leased mines would be £4,200,000, leaving £8 m 
balance of additional working profit available partly for dividends 
and partly for development The Gold Producers claimed that 
the length of life of the Reef would be greatly extended, large 
bodies of low-grade ore then below the margm of payability would 
be profitably exploited and that no appreciable rise m workmg 
costs or prices need be anticipated at least for some considerable 
time The Select Committee questioned the whole basis of this 
argument and strongly mamtained that workmg costs and prices 
would rapidly rise and that any benefit to the mines would be 
offset by mcreased expenditure 

The abandonment of the gold standard, therefore, though 
%mUally (1 e immediately on abandonment) it did not mvolve 
any alteration m the total of the National Dividend but simply a 
transfer from importers and the purchasers of imported goods to 
exporters, enormously enhanced the mcome and profits to be 
derived from gold-mmmg, which, because of its major importance 
in the Union, has spuried mcentives to production, kindled enter- 
prise and wiUmgness to assume risks and made available enormous 
sums for capital development both from mternal and external 
sources The immediate effects of abandonment already noted 
have been followed therefore by 

Secondary and More Permanent Effects 

These can be grouped most conveniently under the headmgs 
of changes m economic activity brought about by — (A) changes 
in mcentives to private enterprise , (B) changes m Government 
policy and economic activity, which m South Africa, as m other 
countries, covers (not infrequently most unsuccessfully) a wide 
field 

A These proceed primarily from the changed position of 
the gold mmmg mdustry, especially on the Witwatersrand A 
"‘new mmmg era” has been maugurated and its evidences are 
greatest on the Reef The mcreased price of gold has led directly 
to — 
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1 great development of existmg areas, 

11 exploitation of new areas. 

In the case of the existmg Witwatersrand gold mmes, £8,379,000 
was distributed m dividends m 1932 and £12,420,000 in 1933 ^ 
apart fcom appropriations for capital development Whereas 
in 1932 the tonnage milled was 34,466,750 and the gold recovered 
10,987,341 fine ounces, the correspondmg figures m 1933 were 
36,383,800 tons and 10,413,473 fine ounces. Contrary to the 
Select Committee’s report, the grade of ore has been steadily 
reduced and workmg costs have increased only a neghgible 
q^uantity (and even then partly by increased development charges) 
as compared with the mcreased price of gold 

New shafts are bemg sunk, greater depths worked, plant and 
eq^mpment improved and extended, previously marginal mmes 
expanded, mmes long smce closed down reopened, and new areas 
are bemg tested and exploited Johannesburg and the Wit- 
watersrand pulsate with life and activity 

It IS, however, in new promotions and dotations, prospectuses 
for which appear every week, that revival is best seen and con- 
fidence m the Union’s chief mdustry shown The followmg is 
the detailed analysis of flotations for the period January 1932 to 
June 1934 

Kegistrations of New Companies 


Period 

Gold-mming 

Companies 

[ Other Mining 
Companies j 

General 

Commercial 

Companies 

Total 

No 

Nominal 

Capital 

No 

Nommal 

1 Capital 

No 

Noimnal 

Capital 

No 

Nominal 

Capital 

1932 


£ 


£ 


£ 


£ 

Jan —June 

4 

29,000 

13 

366,600 

301 

956,247 

318 

1,339,847 

July— Dec 

5 

891,500 

10 

62,860 

269 

773,986 

284 

1,728,346 

1933 









Jan —June 

42 

3,509,762 

16 

111,465 

329 

1,356,250 

387 

4,976,467 

July— Dec 

68 

4,698,000 

20 

38,000 

376 

1,328,000 

463 

6,964,000 

1934 









Jan —June 

63 

10,598,000 

24 

268,000 

643 

4,870,000 

620 

16,726,000 


^ For destination of gold naming dividends v^de the -writer’s article on “The 
Boomm South Afrzcan Journal of WconormcSy September 1933, footnote 7, 

p 326, which stated, “ It is quite impossible to obtain figures which accurately 
indicate the Overseas and Local proportions On an average, however, 

over a period of time, it is understood that approximately two -thirds of the total 
dividends distributed by the gold-mimng mdustry find an ultimate restmg-place 
Overseas ” Smce then the Office of Census and Statistics has mad© a detailed 
investigation, and for the second half of 1933 has fo-und that 39 94 per cent of 
the di-vidends declared and debenture interest paid by gold mmes was paid in the 
Union and 60 06 outside (vide JSJonthly Stillettfif May 1934, pp 2 and 3), which 
confirms the above 
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Since the abandonment of the gold standard, therefore, 163 
gold-nnnmg companies have been floated ^ mamly to develop 
further areas m the Witwatersrand, though outside areas such as 
Ederksdorp m the Southern Transvaal, Barberton m the Eastern 
Transvaal and the Murchison Bange m the ISTorthern Transvaal 
mdicate the spread of operations Both the West Band an d the Far 
East Band are the scenes of intensive activity and bormg opera- 
tions are m progress m areas which eighteen months ago were bare 
and silent veld. The Beef now extends from Potchefstroom on 
the West to Greyhngstad on the East, and mdividual as opposed 
to company enterprise is lil^ewise shown m the great morease in 
mdividual claims ” taken out 

The speculative character of all mining is not in question 
Prospectmg is essential if mineral wealth is ever to be exploited 
Yet it is obvious that all the new companies cannot succeed 
Such capital losses are a necessary part of most economic activity 
which proceeds by trial and error Yet a distinction must be 
drawn between those companies which, from the start, have 
reasonable chances of success and those which have few or none 
Many of these companies are for the purpose of exploitmg known 
reef, have adequate capitals, will be well and honourably managed 
and technically well served and wih undoubtedly reach the pro- 
ductive stage Others will at least be well managed even if they 
do not succeed But jfrom their commencement the mtentions 
and prospects of others may be doubted The capitals of not a 
few are madequate, of others excessive, the market values of there 
shares absurdly high, and many have no quotation whatever 
Directorates could m certam cases be improved Already the 
conduct of certam companies has been a matter of pubhc comment 
and m some cases of shareholders’ action, and a Shareholders’ 
Protection Society has been formed The Companies Act m 
some directions is out of date, more strmgent Government control 
and scrutmy of prospectuses and articles are necessary, and “ share 
pools ” require careful supervision But, forced by the pressure 
of enormous sums seekmg mvestment and the high price of gold, 
the promotion movement contmues unabated This is not to 
decry it, but merely to pomt out that, while the general position 
IS mherently sound, dangers present m aU booms are existent m 
current conditions on the Band.^ The prosperity of the gold- 

^ The writer is at present engaged on a detailed study of “ Company Flotation 
m South Africa, 1933—34,” which it is hoped to publish shortly 

2 (a) For a discussion of the “ promotions ” mde the writer’s article “ The 
Boom in Haj0Qrs,” South African Journal of JEconormes, September 1933, pp 343—4 
It IS significant that recent promotions are not so much produomg companies as 
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mmmg industry is reflected m other lines Propeity values have 
enormously increased on the Reef and a building boom of big 
dimensions is m progress which shows no signs of abatement, the 
number of buddmg plans passed durmg the first eleven months of 
1933 being nearly 50 per cent greater than that of the corres- 
pondmg period of the previous year 

Unemployment throughout the country has fallen considerably, 
though no rehable figures are available , both mmmg and second- 
ary mdustry recording notable improvement No statistics are 
collected with regard to unemployment among Coloureds, Natives 
and Asiatics, though it is mdubitable that at the depth of the de- 
pression it was very great mdeed, the unemployment problem in 
the Union bemg solved ” m the mam by substitutmg white ” 
for black ” wherever possible 

Despite a severe drought m 1933 (broken by adequate rams in 
December) and locusts m 1934, the position of agriculture has 
definitely improved, the value of agricultural products and food- 
stufis exported durmg 1933 bemg £17 1 m as compared with 
£13 5 m m 1932, mamly accounted for by an mcrease m the value 
of wool exported (despite a reduction m quantity of over 100 m lbs ) 
of £2,272,000 over that for 1932 and an mcrease m price from 4 2 
pence per lb to 7 7 pence per lb Mohair, hides and skins, fruit, 
sugar, wmes and fish all recorded substantial mcreases both m 
quantity and value Secondary production hlcewise shows revival 
and has recorded consistent improvement throughout the period 
under review 

But the remarkable change which the altered currency policy 
has brought about is best seen m the bankmg figures and the 
financial position generally Whereas the deposits (both time and 
demand) of the commercial banks in the Union inci eased from 
approximately £55 m at the end of 1932 to £81 m at the end of 
1933 and £84 m at the end of June 1934 (£83 m m May), time 
deposits havmg fallen from £25 m to £20 m and demand deposits 
havmg mcreased from £29 m to £64 m as between the two ex- 
treme dates, their discounts and advances m the Union dropped 


Investment companies and Pixed Trusts, majay of ridiculously small capitalisation 
From January to June 1934 there were no less than 47 such companies 

(b) Mr John Martin, President of the Chamber of Mines, spoke recently 
(June 16) of the share and promotion boom in the following terms “ It is my 
personal opinion that there is some danger that the increased prosperity of the 
gold mimng industry may lead to and has led to fantastic expectations as to 
future results The higher price of gold and the good position of the 

mimng industry must not blind the public to the dangers of over-capitalisation 
and over-speculation ” 
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from £39 m to £35 m and stood at £37 m at the end of May, a 
reduction in the ratio of advances and discounts to deposits from 
71 per cent to 43 and thence to 45 per cent m May last, the 
lowest figures ever recorded m the history of South Africa The 
ratio of cash reserves to total hahihties (both time and demand) 
of the commercial banks has increased from 12 71 at the end of 
1932 to 36 11 at the end of 1933 and thence to 36 69 m May last, 
an equally unprecedented figure Furthermore, the cash reserves 
of the commercial banks held as balances with the Reserve Bank 
mcreased from ]ust over £4 m at the end of 1932 to almost £26 m 
a year later and stood at £29J m at the end of June last Similarly 
the note and deposit habilities of the South African Reserve Bank 
advanced from £13,650,000 at the end of 1932 to £42,700,000 a 
year later, and stood at £49,504,010 at the end of June 1934, 
while its foreign balances (largely invested in London) increased 
from £152,000 at the end of 1932 to £18,900,000 at the end of 1933 
and £22,882,706 at the end of March 1934, and its gold reserve 
from £7,350,000 to £17,150,000 (at the old parity) and thence to 
£19,595,902 (June 1934) Domestic bills discounted have fallen 
from £1,189,404 at the end of 1932 to £8,837 at the end of 1933 and 
£13,154 at the end of June, while foreign bills discounted have 
mcreased from £408 4 to £19,184,366 and thence to £20,995,545 
The above changes have naturally been followed by drastic 
reductions m both discount and deposit rates The Reserve Bank 
rate of discount has been reduced from 5 per cent to 4 per cent 
(February 20, 1933) and to 3J per cent (May 15, 1933), while 
that for fiist-class agricultural bills has fallen correspondingly 
from 5J- per cent to 4|- and thence to 4 The fixed deposit rates 
of the commercial banks m the Union for three, six, nme and 
twelve months respectively, which stood at 3|, 4 and 4J per 
cent respectively at the end of 1932, have smce June 5, 1933, 
stood at ml, J, ^ and 2 per cent Buildmg Societies and other 
financial mstitutions are choked with funds, and money rates are 
low not from lack of desire to utihse the capital available but from 
the restricted number of avenues for mvestment open in the 
Union Bmldmg Society fixed deposit rates (six to twelve months) 
have been reduced m the past eighteen months from 5J per cent 
to 3 per cent , and mortgage rates m J ohannesburg from 8 per cent 
to A stock issue on March 26 last of the Electricity Supply 
Commission of £6| m , 1954—64, at 98, bearmg mterest at 3f per 
cent , was fully subscribed m two days and a Benoni Municipality 
loan on July 27 last of £150,000 4 per cent stock, 1965, issued at 
was over-subscribed m six and a half hours 
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Seyeral methods of utihsmg the country’s excessive liquid 
funds have from time to time been suggested 

But the normal play of economic forces will, the writer suggests, 
brmg about their own ad3ustments without any unnecessary 
mterference * the temporary employment of funds in London, the 
gradual expansion of internal enterprise, mcreased immigration, 
and, despite the tariff, mcreased importation, together with the 
reduction of long-term rates of mterest, wiU gradually rectify what 
IS after all a purely temporary situation There are unmistakable 
signs that these measures are already brmgmg about the necessary 
adjustments ^ 

Nor, contrary to the contention of the Select Committee, 
have prices, either Wholesale or Betail, exhibited the rapid upward 
tendencies prophesied The Wholesale Index (base 1,000, 
January 1914) 955 m January 1933, stands at 1,139 for April 1934, 
and for the same dates the Retail Index figures (all items) are 
1,123 and 1,167, an mcrease of less than 4 per cent There was, 
of course, no reason, either theoretical or practical, to anticipate 
the results which the Select Committee considered certam With 
their mmds impressed by the effects on prices of the war and post- 
war mflation an entirely wrong parallel was drawn How the 
mtemal Wholesale Index will behave will depend on the relative 
proportions of home and imported goods m the Index, while the 
ultimate effect on the cost of hvmg will be much smaller owmg 
to the relative fixity of many of its components ^ This factor 
is of vital importance m considermg future wage pohcy m South 
Africa, particularly on the mmes 

B This improvement m private activity is paralleled by a 
similar improvement m the financial position of the Union 
Government The accumulated deficit carried forward from 
March 31, 1933, was £1,962,000 Bor 1933—34 current revenue on 
the then existmg basis of taxation was £28,292,000 and estimated 
expenditure £34,016,000, givmg a short-faU of £5,724,000 and a 
total deficit of £7,686,000 The figure of £34,016,000 was no less 
than £6 J m ui excess of the ongmal estimate for the previous year, 
and was made possible, as the Mmister of Bmance admitted', 

^ In the past few weeks a remarkable change has taken place in some Reserve 
Bank figures As between June 15 and July 13 Foreign BiUs Discounted have 
fallen from £22,420,094 to £16,817,758 and Bankers’ Deposits from £30 151 686 
to £24,602,667 

2 Professor C G- W Schumann, m a calculation made in February 1932 
came to the conclusion that an external depreciation of 33| per cent would result 
in an increase in the Wholesale Price Level of about 15 per cent and in the Cost 
^ Living of about only 5 per cent , presummg stability of world prices Vide 
The World Depression, JSoiUh Africa and the Gold Standard, pp 127-29 
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only by the departure from the gold standard, and the increase was 
accounted for to the extent of £3,555,000 by direct assistance to 
farmers The deficit of £7,686,000 was met to the extent of £6 m. 
by an Excess Profits Tax on gold, a tax which raised a storm of 
protest throughout the Kand and was modified this year 

The Budget for 1934-35 revealed an even more satisfactory 
position The surplus for the year 1933—34 was £6,424,000, 
which extmgmshed the accumulated deficit and left a balance on 
hand of £4,510,000 plus an estimated surplus for 1934—35 of 
£2,808,000 The Excess Profits Duty of 1933 on the profits of 
gold mmes, which was primarily mtended to be a tax of 70 per cent 
of the premium on gold, was amended and is now much more 
equitable ^ £3,860,000 was devoted to the reduction of debt and 

substantial remissions of direct taxation were made the surtax 
upon fixed mterest was dropped, stamp duty on cheques reduced 
from twopence to one penny, the estate duty abatement for Death 
Duty purposes was raised from £7,500 to £15,000, aU forms of 
farm tax and quit-rent abolished, the primary abatement for 
normal mcome tax restored to £400 from £300 and extended to 
all classes of taxpayers, and m respect of normal tax payments 
a rebate of 20 per cent was given, a total remission of mcome 
taxation of £853,000 for the year; hcence duties payable by 
agents of foreign firms ’’ were reduced, penny postage restored, 
and reductions m customs duties totalhng £335,000 efiected Two 
Union Loans, one local and the other domiciled m London, have 
been redeemed and the mterest rates converted from 5 per cent 
to 3f and 3J per cent respectively, a total annual savmg m in- 
terest charges of £520,000 The issue of Treasury Bills was dis- 
contmued^ as from February 13, 1934, and Loans and Advances 
to the Government by the Reserve Bank, which had been as high 
as £3,700,000 on October 7, 1932, also ceased at the end of February 
1934 

The buoyant and satisfactory position of the Union’s finances 
IS paralleled by considerable improvement m the finances of the 
Railways and Harbours The new Mmister of Railways and 
Harbours, Mr O Pirow, has promised that at long last the 
Admmistration will be run "'on busmess prmciples ” an extra- 

1 For two excellent discussions on Mining Taxation by Sir H Kotzd vide 
The South African J oumal of Econormce, 

(i) “ The Gold Mining Position,” June, 1933, and 

(ii) “ The Excess Profits Taxation on Gold and Some of its Implications,” 
September 1933 

2 In some ways this is to be regretted, since they formed the nucleus of a 
short-term money market for the Union 
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departmental commission, under the chanmanship of Sir Guy 
Granet, was set up m 1933 and its report is expected shortly , 
another commission, under the chairmanship of Sir William 
McLintock, will mvestigate the question of the Union’s harbours, 
and a departmental commission is to consider the possibihties of 
farther railway electrification m the Union, while the Railway 
Admmistration has already taken over the privately owned Union 
Airways Similarly, the Budgets of the Provincial Admmistra- 
tions and most of the Beef towns reflect the altered economic 
conditions 

It IS m the realm of agricultural policy that most doubts arise 
The Union suffers from a chronic bucolic complex Though 
recent events have done somethmg to dissipate the idea, the 
belief IS still firmly held that agriculture is the prmcipal mdustry 
of the country, despite the considered opinion of such an expert as 
Professor H Leppan that the Union is much more suited to 
pastoral than to agricultural pursuits, and the obvious fact that 
the prosperity of the Union is based on its gold-minmg mdustry 
While the difficulties of agriculture (drought, floods, locusts, etc ) 
are admitted, and the desire of successive governments to build 
up a sound agricultural mdustry, towards the time, now distant, 
when,no matter what the price of gold may be, South Africa’s mmes 
will be exhausted, is understandable, past pohcy in the way of mdis- 
criminate subsidies, wasteful and impossible irrigation schemes, 
Land Bank loans which, not mfrequently, finally develop mto 
gifts, protection for the growth of products such as wheat, for 
which soil and climatic conditions are admittedly not suitable, 
together with contmuous government mterference by way of 
unbusmesslike contiol boards ^ and export quotas, has been utterly 
imsuccessful, and has, as is now officially though hesitatmgly 
admitted, succeeded only m breedmg an attitude of mmd among 
sections of the farmmg community which looks contmually to the 
Government for assistance Such methods will never raise ' ' sturdy, 
energetic and mdependent ” agriculturists Good farmmg will be 
achieved by good farmers and not by perpetual subsidies These 
facts are gradually bemg recognised and agricultural policy, as 
stated anyway, has, since the abandonment of gold, been directed 
with more constructive objects A definite pohcy for the pre- 
vention of soil erosion has been undertaken, schemes for the 
scientific and technical trammg of farmers and those desirmg to 
be farmers inaugurated, water conservation schemes by the 

1 V%de> “Two Conferences” by Dr J G van der Horst, South African 
Journal of JEconormcs, March 1933 
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building of a large number of small dams all over the country, 
and the commencement of certam larger irrigation works, under- 
taken, and a commission on Agricultural Co-operation appomted, 
which has, m its report,^ made important recommendations, 
most of which the Government proposes to adopt 

The whole of agricultural pohcy, particularly that i elating to 
irrigation, was ably surveyed and criticised by Dr A L du Toit 
in his Presidental Address to the South African Association for 
the Advancement of Science on July 2 last Whereas since 
Union (1910) to March 31, 1932, the total direct revenue from 
mmmg has been £86 15 m and the cost of admmistration of the 
Department of Mmes £6 5 m , the total direct expenditure on the 
various Departments of Agriculture was £24 23 m and revenue 
£4 67 m , and loans created £25 67 m on which sterlmg interest 
IS payable Clearly, while minmg may be a wasting asset, 
agriculture is quite definitely in many ways a wasteful one, and a 
thorough and searchmg investigation mto the whole agricultuial 
position IS long overdue 


Conclusions 

From the foiegomg survey it is obvious that not one of the 
prophecies of the Select Committee has eventuated So far 
from abandonment not conferrmg any absolute benefit on the 
Union, nor mcreasmg our national wealth by one penny,’’ it has 
turned depression mto revival While currency depreciation to 
another country might have meant nothmg, to South Africa, with 
its enormous dependence on gold, it has meant everything ^ 

Such a statement obviously needs qualification it would 
be idle to pretend that the future contains no problems and that 
simply by a change of currency pohcy permanent economic 
prosperity has been attained Complete revival will come only 
with an improvement m mternational trade The future in some 
ways IS moie, not less, difficult — the problems of prosperity aie 
no less onerous than those of adversity The future of South 
Africa depends on gold and gold on its price, and though there 
would appear no reason to anticipate much, if any, reduction in 
the latter, the major technical problems of mmmg remam ^ 

1 U G 16— ’34 

^ Only, it must be emphasised, imder the peculiar circumstances prevailmg 
in South Africa in 1932 — no general advocacy of depreciation is, of course, 
intended 

3 Eor an excellent discussion of the principal technical factors involved in 
mining policy vide “ Witwatersrand Mmmg Practice the Dominant Factors,” 
by J M M Ewmg, South African Journal of Economics, June 1934 
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Moreover, a national stock-taking is necessary and the 
following seem to be suggestive lines — the establishment of a 
general economic council for the Union to advise on lines of major 
policy and work out a co-ordmated programme , searchmg 
investigations into the meidence and ehects of the South African 
TarifE, as well as the effects of Industrial Legislation, and par- 
ticulaily into the agricultural position , greater control over new 
company flotations, particularly those interested in gold mining , 
a lesser rate of increase in government expenditure , an improve- 
ment in the economic position of the natives , and finally, a 
constructive mmmg policy 

Nevertheless, the Union has been presented with a unique 
opportunity for reorganismg its economic life on more permanent 
hnes, and for buildmg up scientifically an economic structure 
which shall be sound and endurable 

C S Richards 

University of the WitwatersraTid, 

J ohannesburg, 

August 3, 1934 



MONETARY ANALYSIS AND THE INVESTMENT 
MARKET 


In the propositions of economics an algebraical notation has 
the advantage of a precision which cannot always be attained 
by the bterary contrivances of language That is so, not merely 
because the same symbol must always represent uneqLUi vocally 
the same idea, but also because, to justify the simple relations of 
plus and minus, we are compelled to settle a number of questions 
of definition which could otherwise be left open 

In this article there will be no subtle or abstruse mathe- 
matical calculations It is devoted to elucidating the mutual 
relations of a number of variables employed in monetary theory, 
but the relations are of the simplest, and the primary mterest 
IS in adapting the defimtions of the variables to these simple 
relations 

Consumers’ income I define to be the total income of the 
oommumty expressed in monetary umts Consumers’ outlay is 
the total expenditure out of income, including expenditure on 
investment 

Consumers’ cash balances are those balances (of currency 
and bank credit) which are fed from income 

If all income were paid into these balances and they were 
fed from no other source, the consumers’ outlay could be simply 
identified with the disbursements from them. But in practice 
there are some incomes which are not paid in cash , for example, 
wages paid in kind, and profits which are not drawn out of a 
business but are treated as income reinvested in it In such 
cases we regard a single act as combimng the receipt and 
expenditure of income 

And consumers’ cash balances are also fed by some receipts 
other than income, such as the proceeds of sale of securities 
or property, gifts, bequests, etc These I call extraneous 
receipts, and the consumers’ outlay in any interval of time is 
arrived at by deductmg from the total disbursements out of 
the consumers’ cash balances the extraneous receipts m that 
interval 

Traders’ cash balances are the balances held for business 
purposes They comprise, in fact, all the currency and bank 
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credit outstanding, other than the consumers’ cash balances 
A trader is anyone who incurs costs in the course of his business ^ 
His costs are met from his cash balance, and his receipts are 
credited to it His income is the net profit which, in so far as 
it IS not reinvested in the business, he draws out and places in the 
private cash balance belonging to him in his capacity as consumer 
The cash balance of any trading concern is a part of its capital, 
and payments from the balance are not payments out of income , 
they merely change so much capital from one form into another 
Accordingly they are not part of the consumers’ outlay 

When either a trader or a consumer becomes indebted to a 
bank, the indebtedness is to be treated as a negative cash balance 
The excess (positive or negative) of the cash balances of any 
group of people over their indebtedness to the banks we call 
their net cash resources 


Let selling value of output 
sales of products to final purchasers 
consumers’ income 
consumers’ outlay 
traders’ cash balances 
consumers’ cash balances 
traders’ indebtedness to banks 
consumers’ indebtedness to banks 
traders’ net cash resources 
consumers’ net cash resources 



Incomes are derived from production or economic activity 
Apart from the simple case of personal service rendered direct 
horn producer to consumer without the intervention of any 
trader, incomes take the form either of costs (such as wages, 
salaries, interest or rent) or of profits One trader’s payments 
for intermediate products or materials are the receipts of another, 
and conseqLuently they cannot ultimately be regarded as costs 
But ve cannot draw the simple conclusion that A = B, for there 
is one category of costs by which incomes are not generated, 
that IS depreciation The selhng value of output has to provide 
a margin sufficient to cover, over and above all other costs, 
the continuing loss of value of capital through the approach of 
the time when it must be discarded on account of wear, obsolesc- 
ence or any other cause, and will have to be replaced 

^ This definition is not to be pressed too far We can treat minor mcidental 
occupational expenses, which do not justify the maintenance of a separate business 
cash balance, as '^extraneous outlay” offsetting receipts which are not income 
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If the necessary allowance for depreciation be K\ we have 
B = A—K\ 

There are, it is true, some incomes which correspond to no 
current output, such as interest on the unproductive national 
debt, and various gratuitous pensions and benefits We regard 
the Government as a trader ” supplying law, order, adminis- 
tration and mibtary force to the community, and receiving 
payment in the form of taxation We can regard these un- 
productive incomes as part of the cost of Government, or, perhaps 
preferably in the case of the gratuitous pensions and benefits, we 
can regard them not as incomes at all but as extraneous receipts 
The taxes paid to the Government are included, in their entirety, 
in the consumers’ outlay, but a part of that section of outlay is 
for providing these extraneous receipts and not for meeting the 
cost of Government properly so called 

Similarly we regard any charitable institution which incurs 
costs as a trader ” Contributions from its subscribers are 
included in consumers’ outlay, and the salaries and wages re- 
ceived from it are included in consumers’ income The sums 
received by its beneficiaries are not income but extraneous 
receipts 

In any interval of time, f, let G, G', X), D\ M, M' , be increased 
by c, c', d, d', m, m' (any of which may be negative quantities) 

Then {B — B') t, the excess of consumers’ income over con- 
sumers’ outlay, IS equal to c' — d' or m', the increase in consumers’ 
net cash resources 

(A — A') t, the excess of output over sales, is the addition 
made to what may be called working capital, that is to say, 
goods destined for sale and not yet sold, whether in course of 
production, in transit or in stock, together with materials or 
intermediate products that are used up m the processes of 
production 

Let the working capital be B, and let the increment of working 
capital in the interval, jf, be c, so that E becomes + c, and 

{A ^ A')t^e 

The sales of goods, A\ include a portion, which we will denote 
by jET, sold direct to consumers and included likewise in the 
consumers’ outlay, B' But they will also include capital goods 
sold not to consumers but to traders 

Some capital goods are purchased by consumers direct from 
traders, and are included m H , for example, houses bought by 
intending occupiers But the final purchasers of capital goods 
No 176 — ^VDL XLIV TT 
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are for the most part traders Capital goods are distinguished 
from the goods which constitute working capital in that they are 
acquired hy traders, not for resale, hut for use They include 
instruments of production, and also expenditure on immaterial 
capital, such as advertising, promotion, etc 

These capital goods are not bought out of income, and are not 
part of the consumers’ outlay They are bought out of capital, 
and the traders’ capital resources are increased for the purpose by 
sales of securities (either new issues or existing securities held by 
them) to the investment market 

We shall find it convenient to distinguish the capital resources 
o± the investment market from those of the other traders 
The characteristic of the former is that they are employed ex- 
clusively in buying and selhng securities The rest of the traders’ 
capital we shall refer to under the heading of Industry, a term 
here given an extended meaning to cover all those forms of 
economic activity that use capital goods ^ 

Since the investment market’s capital is invested only in 
securities and not m capital goods, the resources of the traders 
who are the final purchasers of capital goods are to be found 
exclusively in Industry Industry raises capital by selhng 
securities to the investment market, and the investment market 
sells securities to investors, thus serving as a channel between the 
investors who save and the traders who incur capital outlay 

The investors are consumers, and their investment is a pait 
of the consumers’ outlay In fact so much of the consumers’ 
outlay as is not applied to the purchase of goods and services 
is applied to investment The portion apphed to goods and 
services is what we are denotmg by H The portion applied to 
mvestment we will call /, so that B' — H I 

Investment includes not only the purchase of securities in 
the usual sense of stocks, shares, debentures, bonds and mort- 
gages, but the acquisition of any rights or interests in trading 
concerns or income-yieldmg enterprises Undistributed profits 
of any concern count as income reinvested in it by the proprietors 
Life insurance premiums count as income invested in the assets 
held by the insurance compames 

Since the private investor not only buys securities but also 
sells them, mvestment will be a net amount, the excess of securities 
purchased over those sold The speculative investor, who obtains 
a bank advance in order to take what he regards as a favourable 

^ It even covers tlie capital assets other than securities and cash held by the 
investment market itself, e g office accommodation and furniture 
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opportunity to buy securities, we regard as anticipating income 
Perhaps we should treat the pure speculator, who obtains an 
advance to buy securities for the express purpose of selhng them 
at a profit, as a '' trader,” and include him in the investment 
market , but, alternatively, we can, if we choose, treat his pur- 
chases as investments out of income, and the proceeds of his 
sales and of the loans from his broker as extraneous receipts 

We will denote by J' the capital raised by industry Capital 
laised IS to include not only the new issues and existing securities 
sold to the investment market, but also reinvested profits, which 
are likewise included in investment, though they do not pass 
through the market Capital raised is, like investment, a net 
amount, securities purchased or redeemed by traders being set 
oh against those sold When a trader gives credit to a customer 
he IS regarded as buying a '' security,” the customer’s debt 

The investment market receives 1 and disburses I', and there 
results a change in its net cash resources equal to the difference 
between I and r But this does not cover all the transactions 
of the investment market, for securities may be bought and sold 
not only by traders and consumers, but by banks When a 
bank lends to a trader, D and G are increased by equal amounts, 
and there is no change in the traders’ net cash resources, O — I>, 
or M But when a bank buys securities, the investment market 
IS credited with the proceeds, and G is increased, while, since 
there is no corresponding increase in traders’ indebtedness, i>, 
there is an equal increase in Jf ^ 

This increase in M takes the form of an increase in the net 
cash resources of the investment market In view of the pre- 
valent practice of carrying securities with borrowed money, the 
net cash resources of the investment market are hkely to be a 
negative quantity We will denote by F the net %ndehtedness of 
the investment market to the banks, so that the market’s net 
cash resources are — F Since the net cash resources of all 
traders are M, those of industry, being all traders other than the 
investment market, are M F 

If /S be the securities held by banks, and if F and 8 become 
jP + / and /S 5 m time, t, then 

Let the capital goods purchased by mdustry for use be K If 
from this we deduct depreciation, we get the effective net addition 

^ Alternatively, D is decreased, and there is no corresponding decrease in C. 

T T 2 
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to the capital equipment of industry, which we will call '' capital 
sunk Capital sunk = K — K' 

Since all sales are either to consumers or to other traders, 

H K = total sales = A' 

‘‘ Sales ” will include extensions of plant made by a trader 
for his own busmess and not bought fiom another tradei 

The traders have to pay for their purchases They procuie 
the requisite means partly by raismg capital to the amount, 1', 
and partly by mterceptmg a portion, K' , of the proceeds of sale 
of goods in the form of a depreciation allowance The total 
amount at the disposal of industry for the purchase of capital 
goods wo will denote by J J = 1' -|- K' 

If (in this context) we give the name gross profits to the 
excess of selhng value of output over all costs other than de- 
preciation, then gross profits are equal to net profits, plus 
depreciation If B be gross profits remvested, and B' be net 
profits reinvested, we have 

B==^R + 

The net profits reinvested appear in both investment and 
capital raised If we deduct this common portion from both, 
we find I — B' = securities sold by the investment market to 
investors, and I' — B' = securities bought from industry Also 
r ^ B' ^ J - B, and B - B' ^ A -- B 

The depreciation allowance appropriate to any concern is a 
matter of opinion , it depends on estimates of the remammg life 
of each piece of plant The time withm which plant will be 
worn out is uncertam enough, while the chances of premature 
obsolescence or accidental destruction are incalculable ^ Con- 
sequently the division of B into the parts B' and K\ or of J into 
the parts I' and is not a matter of objective fact 

The same apphes to the division of K into depreciation and 
capital sunk Except for actual replacements of plant which is 
being scrapped, there is nothmg to distmgmsh capital goods 
that are paid for out of depreciation from capital goods that are 
paid for out of investment 

Depreciation is to be regarded not as paying for an identifiable 
section of capital goods, but rather as a debit or hen attaching to 
the output of capital goods as a whole Only the excess of the 

^ Depreciation includes insurance against fire, shipwreck, etc The chances 
of loss can, of course, be estimated a%>'pTox%maUly for the purposes of insurance 
premiums 
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capital goods remaining after this debit has been discharged is 
available to satisfy the demand represented by mvestment 

The depreciation allowance of a concern may simply be re- 
invested in the concern itself, mcreasing its assets (or dimmishmg 
its habihties) It is then mdistmguishable from capital raised by 
the concern through an issue of securities Or it may be invested 
in securities acquired by the concern for the purpose In that 
case the money is being made available through the investment 
market for the capital requirements of other traders 

If the depreciation allowance is miscalculated, the result is a 
compensatmg error in the net profits reinvested If the deprecia- 
tion allowance exceeds the gross profits reinvested, the net profits 
reinvested are a negative quantity, and appear as such in I and 
also in r The capital raised by the concern is a negative 
quantity in the sense that its capital assets have been reduced 
and its share capital ought to be written down 

We may call output, minus depreciation, net output, and 
sales, minus depreciation, net sales Then net output is equal to 
consumers’ income, and net sales are equal to goods sold to con- 
sumers, plus capital sunk {A K' = B, A' — K' — H + 
K — K' ) We might have employed net output and net sales 
instead of output and sales m our equations That would have 
meant treating the capital goods sold to traders to the amount 
required to make good depreciation not as a part of output at all, 
but as a part of the cost of production of net output Deprecia- 
tion would then, like other costs, generate incomes through the 
production of these capital goods 

Or we might have defined consumers’ income to mean income 
distiihuted, excluding from it the net profits reinvested Income 
distributed = B — = A — R The corresponding outlay, 

investment and capital raised would be B' — R', I — R' and 
r ^R' or J — R 

But the equations as we have framed them are nearer to the 
facts In dealing with consumers’ mcome or with investment, 
we must take account of depreciation in spite of all its un- 
certainties, for it governs people’s beliefs as to what they can 
legitimately regard as income or as an acquisition of capital, and 
it IS essential to the definition of capital sunk But m dealing 
with output and sales, any such departure from a purely objective 
measure is unnecessary and therefore undesirable 

So much of the sum, J, available to industry for the purchase 
of capital goods as is not spent is added to the other capital re- 
sources of industry These other capital resources, which are 
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composed of woilang capital and net cash resources, we will call 
circulating capital, and denote hy L If Z be the increment of L 
in time, t, then 

{J -■K)t= I 
L + M + F, 

I = e + m + f 

Thus, whereas one part, H, of the consumers’ outlay finds its 
destination immediately in an equal amount of sales of goods, 
the remainder, 7, follows a more devious path It travels first 
into the investment market, whence, modified by the change of 
net cash resources, f + $, it emerges as I', the capital raised by 
industry I' then ]oins forces with K', the depreciation allowance, 
to make a total, J, and finally, after an mcrement (or decrement) 
of the circulating capital of industry, Z, has been provided, a sum, 
K, IS spent on capital goods 

H + K = A', 

H I =B' 

Therefore, A* — B' K — I 

and, since K' — J — 

{A -^B')t=: K't - {J ^ K)t + {F - I) t 
= K't — Z -j- / 4“ >5 

We may regard the net cash resources of various groups, the 
circulating capital, and the working capital as pools, and con- 
sumers’ income and outlay, output and sales, investment, capital 
raised and capital sunk as streams connecting the pools together 

The change of level in any pool in the interval of time, t, is the 
difference between the inflow and the outflow When the dis- 
bursements of any group of people exceed their receipts, they 
may be said to release cash , when their receipts exceed their 
disbursements, they may be said to absorb cash There may be 
a release or an absorption of cash at any of the pools 

Tor consumers an absorption of cash is the difference between 
consumers’ income and consumers’ outlay 

An absoiption m' ~ {B — B') t , 

a release, — m' = (J5' — B)t 

Tor the investment market, / is the release of cash, while the 
release of cash through the purchase of securities by the banks is 
a, and 

/ + a = (7' -7) t 

The release of cash by the banks and the investment maiket 
IS the excess of capital raised over investment 
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For industry receipts are composed of sales to consumers, H, 
and capital raised, while disbursements == B The release of 
cash IS {B — H ~ F) t or {B — B' + I — I') t In fact the 
release of cash by industry is necessarily equal to the absorption 
of cash by the consumers, the investment market and the banks 

Since A-B=^K'=J^r 

And B' - I = H = A' - K, 

{A ™ A') ~{B ~ B') + (/' - 7) ™ (J - = 0, 

or = 0 

Smce B — B'-\-I — F = A~A'~\~F^ — we have the 
alternative form (A — A' A- K — J) t or e — I for the release of 
cash by industry That is to say, the release of cash is the 
excess of the increment of workmg capital, e, over the increment 
of circulating capital, I It is also the resultant of the difference 
between output and sales and the difference between capital 
raised and capital sunk 

For traders in the aggregate a release of cash = — m 
= e — I A- f This IS equal to the absorption of cash by con- 
sumers and banks or m' — 5 

Finally, the release of cash by the banks is equal to the absorp- 
tion of cash by consumers and traders together, or 5 = m + m' 

We can express the equations m terms of net output and net 
sales by making K' ~ 0, so that A ^ B, K — capital sunk, and 
J = I' 

Again, we can give the equations a different form if we denote 
all the securities held by traders, both in industry and m the 
investment market, by U, and the new issues by N We will 
call the circulating capital of all traders F, so that V = E A~ ^ 
— L — F If u and v be the increments of U and F in time Z, 
then 

(A — -^) Z = 'W -j- 5 , 

{N - K A- F')t = u + V, 

{I - K + K')t ==v - s 

Capital raised is a more significant factor than new issues, 
and therefore this alternative form of the equations is less useful 
than that which employs J and I' 

Smce F = the securities held by the investment market 
agamst bank advances, U — F ~ those held by traders (including 
the investment market) with their own capital 

{N -r)t^u ~f 

The increment, u, must include any gam or loss of value of 
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the seciHities composing XJ, either when the gam or loss is realised 
m an actual sale, or alternatively whenever the market pnces of 
securities change ^ If we choose the latter alternative, the gain 
is added to remvested profits, R' (or the loss is deducted from 
them), and each of the quantities A, A\ B, B\ I, F, J and H is 
increased by the same amount The profit on the securities is 
treated as remuneration for the service ” of dealing in them, 
and that service is included (along with such charges as brokers’ 
commission) in H, the value of goods and services sold direct to 
consumers When a trader realises a profit on securities sold to 
the investment market, his operations are an ‘‘ mtermediate 
product,” leading up to the finished product, the services rendered 
by the investment market to consumers 

When new money is invested in the investment market itself, 
eg to increase the stock-] obbers’ capital (whether through an 
issue of securities to investors or the reinvestment of profits), 
this IS included in I The immediate effect is to reduce F, the 
net indebtedness of the investment market, but, if the sum so 
made available is invested in securities, F remains unchanged and 
r is increased Thus investment m the investment market has 
precisely the same effect as investment in industry 

Investment in new banking capital has m the fiist instance 
the same effects as a sale of securities by the banks , the banks 
absorb cash to the amount of the investment But if the banks 
put their new capital in securities, the absorption of cash is undone, 
and here also the result is equivalent to an investment in 
industry 

This applies equally to the case where the new banking capital 
takes the form of reinvested profits Banks sometimes create 
hidden reserves by excludmg from their declared profits the 
profit from appreciation of securities If they took credit for the 
appreciation, their accounts would show it as reinvested profits, 
increasing the value of the securities in their balance sheets by 
the appropriate amount 

To allow for these cases, we must define S as the result of 
deducting the capital, surplus and undivided profits of the banks 
from their holding of securities and their physical capital 
(buildings, etc ) 

When a trading concern incurs a loss on its tradmg operations, 

^ We only take account of the gam or loss on securities held hy traders We 
do not include m income eithei the gam or loss on securities held by mvestors 
(consumers) or on the fixed capital m the hands of traders, represented by those 
securities 
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that counts as negative income to its proprietors Even if income 
distributed is ml, the reinvested net profit, R' , is a negative 
quantity When a non-profit-making concern on a mutual or 
charitable basis incurs a loss, that is negative income to its sub- 
scribers The loss in either case may be met from balances or 
temporary borrowing, occasionmg a release of cash, or it may be 
covered by capital raised, e g through a sale of securities or 
borrowing otherwise than from banks 

The Government and other public bodies with powers of 
taxation resemble mutual tradmg concerns A deficit is negative 
income to the taxpayers A Government differs from other 
traders in that it can take special powers to release cash without 
limit through inflationary legislation. 

In our analysis we have not as yet taken any account of foreign 
trade or the foreign exchange market Exporters and people who 
become creditors abroad receive payment from the foreign ex- 
change market , importers and people who become debtors abroad 
make payment to it The market acquires the credits abroad 
of the former, and assumes the liabilities abroad of the latter 

Those who receive payment from the foreign exchange market 
find their net cash resources increased, and are in a position to 
release cash , those who make payment to the market find them 
net cash resources reduced, and will have to absorb cash There 
will on balance probably be a release or absorption of cash, and 
this will reflect the position of the foreign exchange market itself, 
which will be releasing or absorbmg cash according as its dis- 
bursements exceed or fall short of its receipts When the market 
acquires a net credit abroad, it releases cash , when it assumes a 
net debit abroad, it absorbs cash 

Exports and other operations endmg in sales abroad generate 
incomes ]ust like any other economic activities But the goods, 
services or securities sold abroad are diverted from the consumers’ 
outlay, so that a gap is created between the consumers’ outlay 
and the supply of objects upon which it may be spent The gap 
is fiJ.led by the goods, services and securities acquired from abroad 
If, as IS m general the case, the gap is not exactly filled, the 
excess or deficiency corresponds to the absorption or release of 
cash by the foreign exchange market 

The foreign exchange market is composed mainly of banks 
It plays much the same part in our analysis as the purchase and 
sale of securities by banks In fact securities and foreign exchange 
are simply two classes of bank assets not included in D and D', 
the indebtedness of traders and consumers 
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There is this difference, however, that whereas the purchase 
or sale of securities by the banks affects in the first instance only 
the investment market, the purchase or sale of foreign exchange 
may affect any class of traders, or indeed consumers, for con- 
sumers may have dealmgs abroad without the intervention of 
any traders in their own country 

A release of cash by the foreign exchange market in a country 
implies a favourable balance of payments, while an absorption of 
cash implies an unfavourable balance The significance of either 
movement is in practice to be found much more in the reaction on 
the credit system than in the direct effects upon consumers’ 
income and outlay An absorption of cash by the foreign ex- 
change market will be quickly corrected either by exports of gold 
and a restriction of credit, or by a depreciation of the currency 
And a release of cash by the foreign exchange market will be 
corrected by the contrary measures 

The purchase of anything by a bank releases cash, and the 
sale of anythmg absorbs cash Securities and foreign exchange 
are the prmcipal classes of thmgs bought and sold by banks, 
but there are others Tor example, a bank releases cash by 
buying gold from a mine and absorbs cash by selling gold to a 
jeweller A mint must be regarded as the equivalent of a bank , 
when it issues com to a tiader, it releases cash In practice, 
however, a mint usually coins for a bank, and in that case the 
release of cash has already been effected by the bank in buying 
the bullion The passage of specie from banks to customers and 
from customers to banks does not affect net cash resources 

In interpreting our equations we must bear in mind that 
m -j- IS not precisely equal to s, and that account should be 
taken of the banks’ purchases of things other than the securities 
and capital assets included in s But we need not complicate 
the equations by introducing additional terms symbolising this 
possibility at each stage 

The receipts and disbursements of the entire community are 
equal to one another Therefore, when any section of it absorbs 
or releases cash, the remamder must necessarily be releasmg or 
absorbing eash to a precisely equal amount When consumers 
absorb cash (unless the banks buy securities), traders necessarily 
release cash, and the mere fact of the absorption or release of 
cash does not m itself throw light on the tendencies at work All 
depends on the character of the originatmg disturbance If it 
starts with an absorption of cash, the release of cash m the rest of 
the community induces a tendency on their part to absorb cash to 
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make good the loss, and so the absorptive tendency spreads with 
cumulative force And, on the contrary, when it starts with a 
release, the consequent absorption is itself an inducement to a 
further release 

Credit regulation consists essentially in devices for inducing a 
release or absorption of cash A measure of credit relaxation is 
directed to making traders willmg to hold diminished net cash 
resources They borrow more from the banks, D is increased, 
and G is increased by an equal amount If their net cash resources 
are to be diminished, there must be a release of cash, which will 
take the form of an increase in consumers’ income 

Assume that initially B' == B, F = I, J = K = I 
and that the release of cash increases the consumers’ income from 
B to B b Depreciation, K\ may be assumed to remain 
unchanged, and the increase in output is therefore h 

Suppose that in the first instance there is no change in 
consumers’ outlay or in investment The stimulation of traders’ 
borrowing will take efiect partly in industry and partly in the 
investment market If capital raised be increased by per 
unit of time (the banks being assumed to make no purchases 
or sales of securities), then the increase in the indebtedness of 
the investment market to the banks is equal to Industry 
receives and disburses 5, so that its indebtedness is increased 
by h — 

There will follow, almost immediately, an increase, h', in 
consumers’ outlay, composed of sales to consumers, h, and 
investment, ^ Industry will receive Ti and the investment 
market will receive i, and they will find their indebtedness in- 
creasing by h h — and by ^ respectively instead of by 
b — i' and The total increase in indebtedness is, of course, 
5__^_2-or5 — 6' 

These changes in the consumers’ income and outlay, etc , 
may be discontinuous, in the sense, not of being literally instan- 
taneous, but of being completed in a relatively short time, within 
which changes in M and M' will be so small as to be negligible 
The changes in D and C may be discontinuous, but in the first 
instance they cancel out and do not affect M The decrease in 
M only occurs gradually, as the mcreased consumers’ income, 
B -\~b, causes an outflow from the cash balance, C And mean- 
while the consumers’ outlay will have increased to J5 + 6' 

If we suppose the traders to have mtended a release of cash at 
the late of h per unit of time, they will have been disappointed, 
for the release amounts only toh —V In fact they will be m a 
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position to release a further amount, 5', without going beyond 
their intentions 

Meanwhile consumers are absorbing cash at the rate of 
b ~h' The increase in the consumers’ mcome from B to B -\-b 
makes the consumers’ cash balances, 0\ and their net cash 
resources, Jkf', inadequate The purpose of the absorption of 
cash IS to strengthen them, and it will continue till the due 
proportion between cash and incomes has been restored. 

As the traders accelerate their release of cash, the consumers’ 
income will be further enlarged, and the consumers’ absorption 
of cash will likewise be increased 

Thus &, V, and b — V, will go on growing till the consumers’ 
net cash resources, M' + proportion to the 

consumers’ income jB + S, and the traders’ net cash resources 
have been diminished to the desired extent It should be 
mentioned that, inasmuch as the traders’ transactions are ex- 
panded, they will not m the end want so considerable a diminution 
of net cash resources as they origmally aimed at 

A restriction of credit will lead traders to absorb cash with a 
view to increasing their net cash resources The consumers’ 
income will be reduced to ^ — b, and consumers’ outlay to .B — 6' 
Consumers’ net cash resources will be reduced by & — per unit 
of time 

In these tendencies we have the causal sequence which is 
the true foundation of the quantity theory of money Anyone 
whose net cash resources are redundant will release cash , anyone 
whose net cash resources are insufficient will absorb cash. If, in 
the community as a whole, net cash resources are redundant, there 
will be a predominant tendency to release cash, and the consumers’ 
income and outlay will be enlarged, if net cash resources are 
insufficient, there will be a predominant tendency to absorb cash, 
and the consumers’ income and outlay will be compressed 

Any change in consumers’ income is, of course, associated 
with a corresponding change in the money value of output, for 
B — A — And any change in the money value of output 
is compounded of the change in the price level and the quantitative 
change in output 

The quantity theory, as usually enunciated, is concerned not 
with the net cash resources, M + M\ but with the aggregate 
cash balances, G So far as the behaviour of individuals is 

concerned, the two are identical in those cases where it is not 
the practice to rely on bank advances to reinforce balances 
That apphes to the great majority of consumers’ balances. 
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bank advances being obtained only occasionally for exceptional 
purposes There are also a considerable number of traders who 
avoid depending on their bankers for accommodation 

On the other hand, for the trader who is a regular borrower 
the cash balance has only a secondary significance He can 
rely on bank advances to meet those big payments for which 
cash in hand would otherwise be necessary, and may so calculate 
the advances that he wuU never have a large idle balance, or he 
may obtain overdraft facihties, so that his cash balance is always 
ml , the difference is one of form rather than of substance 

It is the people whose net cash resources are negative who 
respond to the restriction or relaxation of credit, while those 
whose net cash lesources are positive respond to fluctuations in 
the supply of money 

In analysing cash balances I have contented myself with a 
simple division into consumers’ balances and traders’ balances, 
without following Mr Keynes in his more elaborate classification 
I should say that the whole of what he calls income deposits 
would be included in my consumers’ balances, and the whole of 
his business deposits in my traders’ balances But his savings 
deposits are divided between consumers’ balances and traders’ 
balances An increase or decrease of savings deposits under 
either heading would tend to cause an equal absorption or release 
of cash, with all the appropriate consequences 

Depreciation sometimes proves a stumbling-block in the way 
of acceptance of the theory of credit regulation Equilibrium 
requires sales to be equal to output Consumers’ income is a 
source of demand equal to the net output for consumers’ outlay 
cannot diverge far or long from consumers’ income But there 
remains a residue of output, equal to depreciation, the demand 
for which depends upon the spending of the depreciation allow- 
ance In a community in which capital is growing the 
depreciation allowance "will regularly exceed replacements, for 
the replacements are proportional to the capital installed years 
before ^ And there is no certainty that the excess of the 


^ Assume the life of plant to be a constant length of time n years Let 
capital now in existence be B, and let capital in existence n years ago (which has 
all been scrapped) have been A Then the annual depreciation charge has risen 

from to If the annual excess of capital outlay over replacements has 

been constant, depreciation has averaged ^ (A + -S) With these assumptions, 

2?i 


the excess of depreciation over replacements is equal to i (15 — A), and is equal 
to the excess of capital outlay over depreciation, that is, to capital sunic 
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depreciation allowance over the cost of replacements will be spent 
Even if it IS invested, the outlay on capital sunk may not be 
correspondingly increased And it may be apphed not to in- 
vestment at all, but to reducing bank advances That means 
an increase of net cash resources, and an absorption of cash, 
capital raised exceeds capital sunk, or, if we add on depreciation 
on both sides, J exceeds K Clearly this is not a question ex- 
clusively of unspent depreciation , it is rather the more general 
question of the relation between capital resources and cash 
resources Capital resources, whether derived from reinvested 
gross profits or from the investment market, may be used to 
strengthen circulating capital Some growth of circulating 
capital IS normal To allow it, J must exceed K The excess 
will provide the normal growth of working capital, A — A\ and 
the normal growth of net cash resources 

It IS one of the tasks of those who regulate credit to see that 
the absorption of cash on this account is not such as to disturb 
equihbrmm If the ordinary procedure of credit regulation does 
not induce a sufdcient increase of X), the traders’ indebtedness, 
it may be necessary for the banks to buy securities In the case 
where a disturbance of eqmhbrium arises from delay in investing 
unspent depreciation funds, we can regard the banks as taking 
the place of the traders in buying securities from the investment 
market 

If relief is to be afiorded, we must suppose that the investment 
market succeeds in passing on the additional funds to industry 
and that the additional capital raised is applied to additional 
capital sunk It is the function of the investment market to 
equalise capital sunk and investment, by applying the appropriate 
encouragement or discouragement to the raising of capital ^ 

An absorption or release of cash might originate with co}h- 
sumers The possibihty of an absorption of cash occurring through 
a sudden access of saving, or a “ thrift campaign,” has formed 
the subject of discussion between Mr Keynes and Mr Robertson 

If consumption be G (which mcludes depreciation of capital 
goods possessed by consumers), saving will be R — and wiU. be 
composed of 

(1) Absorption of cash by consumers, B — 

(2) Investment, J, 

(3) Capital goods bought direct by consumers from traders, 

H -G 

1 Recognition is due to Major C H Douglas foi insisting that depieciation is 
a part of cost that does not of itself generate incomes 
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Since B' = I these three together are equal to jB — O 

The additional saving may occur under any of these three heads, 
but m so far as it merely increases H — (7 at the expense of O, it 
makes no change in sales of commodities as a whole 

An absorption of cash by consumers is the sign of a desire to 
correct a deficiency of their net cash resources The desire may 
arise from obscure and unpredictable causes, a distrust of 
investments, an expectation of social disorders, or a mere change 
of habits It IS to be interpreted rather as a diversion of savings 
into the form of cash than as a propensity to increase savings on 
the whole 

Thus we can treat the increase of investment ^ as the essential 
manifestation of that propensity An increase of investment 
piovides additional resources foi the investment market If 
initially J' — I and J = A == 1 + A', an increase of investment 
fiom I to I + i would permit of capital raised and capital sunk 
each being increased by i If they are increased by something 
less, say, i' and k respectively, then there is an absoiption of cash 
equal to ^ — i' by the investment market, and an increase of 
circulating capital of industry equal to — k 

There is hound to be some delay in the response of capital out- 
lay to the increased investment There will be an interval when 
z' and k are actually zero, and, though the investment market 
becomes favourable to new issues, it can only induce the 
appropriate increase in capital outlay gradually 

Meanwhile, so long as the consumers’ outlay remains un- 
changed, sales are reduced by t — k, and working capital is 
increased by unsold goods to that amount In fact we are 
assuming no release or absorption of cash by consumers, and the 
absorption of cash by the investment market to the amount ^ 
must be ofiset by an equal release of cash by industry This release 
of cash by industry is caused by an excess of output over sales 
It must not be assumed that any excess whatever of output 
over sales is a sterile accumulation of unsold goods The excess 
may be either designed or undesigned Traders may be induced 
by a relaxation of credit dehberately to increase their working 
capital by means of bank advances, or they may devote a part of 
the capital raised to effecting such an increase without incurring 
indebtedness When that happens, the increase in stocks of 
goods awaiting sale is no embarrassment, and no disturbance of 
the equihbrium of markets ensues 

^ It IS hardly necessary to say that the term “ investment ” is used here in a 
totally different sense from Mr Keynes’s 
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On the other hand, an undes%gned increase of worlnng capital, 
an nnfoieseen accumulation of unsold stocks, is a signal for a 
restriction of output and for a reduction of prices Output and 
prices ahke have to he adjusted to demand, and the adjustment 
can only he effected hy the method of trial and error The eq^uih- 
hrium price of any pioduct is ascertained empirically hy varying 
the price whenever sales exceed output or output exceeds sales 
Output tends to he expanded whenever unsold stocks are incon- 
veniently depleted, or to he contracted whenever they become 
ledundant 

When there is an absorption of cash hy the investment market, 
there results an undesigned excess of output over sales, and this 
then leads to a reduction of both output and prices 

Mr Keynes regards an access of saving as abortive when it 
results in a fall of the price level, and consequent losses to 
traders In reahty it is equally abortive when it results in a 
reduction of output And even when output and prices are both 
undimimshed, saving that results in no other increment of 
wealth than an undesigned accumulation of unsold goods may 
likewise be called abortive 

These results are attributable not to saving as such but to the 
absorption of cash by the mvestment market Precisely similar 
results would follow from an absorption of cash, however caused, 
whether m the investment market, in industry or among consumers 
Saving only causes an absorption of cash by the investment market 
so long as the capital sunk does not expand to a corresponding 
extent 

The increase in investment wiU make the investment maiket 
favourable to new issues and to sellers of securities, but some 
time must elapse before these favourable conditions bear fruit in 
actual new enterprises And meanwhile the access of saving will 
have been causing a diminution of activity and a dechne of 
prices 

In the case where an absorption of cash originates in a 
restriction of credit, the first efieot is felt m a reduction of output 
and therefore of consumers’ income If, as is probable, consumers’ 
outlay falls by something less than consumers’ income, there mil 
be an excess of sales over output and an actual reduction in work- 
ing capital But there is none the less an undesigned excess of 
workmg capital, because the credit restriction itself has made 
traders revise their views of the amount of working capital they 
wish to hold 

It IS when they proceed to meet this situation mth a further 
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reduction of output tliat the vicious circle of deflation sets m 
The reduction of output means a reduction of consumers’ income 
and a further shrinkage of sales It only accomphshes a reduction 
of working capital equal to the difference between the contraction 
of output and the contraction of sales And meanwhile the reduc- 
tion in the volume of transactions itself involves a reduction of 
the amount of working capital required 

The twelve quantities, A, A\ B, B\ H, I, F, J, K, K\ B, B', 
represent seven independent variables, since they are related by 
the five equations 

A' = 

Depreciation, K', is determined by the actual circumstances of 
the capital equipment employed The other six variables are 
determined by the behaviour of the several groups of people 
Output and consumers’ income are determined by the traders 
and others engaged in economic activity Reinvested profits 
(gross and net) are determined by the traders The remainder of 
the consumers’ income is dealt with by the consumers, who 
determine the amount of H, their purchases of goods, and I — B\ 
their purchases of securities Capital raised and capital sunk are 
in the hands of the traders 

B Gr Hawteey 
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INDUSTRIAL FLUCTUATION AND THE NATURAL 
RATE OF INTEREST 

“ This must be the wood,” she said thoughtfully to herself, “ where things 
have no names I wonder what’ll become of my name when I go in ? I shouldn’t 
like to lose it at all, because they’d have to give me another, and it would be 
almost certain to be an ugly one But then the fun would be, trying to find the 
creature that had got my old name ’ ” — Through the LooJczng Glass 

§ 1 The following paragraplis are an attempt to bring 
together (1) the concept of Saving developed m my article in 
the Economic Johbnal, Sept 1933, and (2) the attempts which 
have been made to analyse cyclical dnctnation in terms of a 
divergence between the natural ” and the market ” rates of 
interest 

As regards (1) I am not insensible to the force of the objec- 
tions which have been made on the score of the vagueness of 
the length of the necessary mimmum period of lag day 
assumed It is possible that there is greater justification than 
I have been ready to suppose for Professor Pigou’s method of 
treating the period of lag as identical with K (the pre-existing 
circulation-period of money against real income), or at all events 
for treating it as having a fairly considerable minimum possible 
value dependent on the complexity of modern processes of pro- 
duction and sale In any case some conception of a lag still 
seems to me necessary to protect us against the peril of con- 
founding causes with results, and 'processes of change with states 
of abnormahty 

As regards (2) I have not the knowledge of continental litera- 
ture required for a critical and historical discussion of the con- 
cepts m question A few introductory remarks must suffice 
(i) Evidently neither of the rates concerned is a single one, but 
rather a family of rates for loans and investments of diJBEerent 
kinds In order to keep the schematic treatment which follows 
reasonably simple, we shall be obhged to concentrate on some 
central or representative rate in each case, ignoring the important 
comphcations which arise from the relative movements of rates 
for loans of different lengths and with different quantities of gilt 
on their edges (ii) In some connections it is important to dis- 
tinguish between rates charged by banks and market ” rates 
charged by outside lenders Agam, however, for our broad 
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purposes it must suffice to deal in terms of a single actual ” 
rate, whose behaviour at any moment is to be pictured as 
dominated by the action of the banks (in) There are difficulties 
and disagreements about the exact meaning of eqmhbrium, and 
consequently of the natural ” rate which will preserve it in a 
progressive commumty ^ They will be passed over here, with 
a view to concentrating on the much gi eater difficulties which 
attach to an attempt to give a meamng to the natural ” rate 
when once equ%l%hrium has been departed from It may be said, 
however, that the idea of equihbrmm here adopted implies a 
state of affairs in which (1) wages and profits are at a normal ’’ 
level, (2) capital is growing, but (3) since the society has already 
become a prey to fluctuation, employment of the factors of 
production is not full btit at a level which is in some sense the 
mean between those attained in boom and in depression Under 
some conditions eqmhbrium will involve stabihty of the general 
level of commodity prices , under others, perhaps more probable, 
a progressive fall Again, under some conditions it will involve 
constancy of the supply of money, under others {eg a growing 
population) a creation of some additional money in each umt of 
time To avoid complicating the wording of the following 
sections, in which attention is diieoted to the differences between 
equilibrium and other states, I shall "write as though eqmhbrium 
implied constancy in the supply of money, lesbvmg the necessary 
verbal amendments, for the cases in which it does not, to be 
made by the reader for himself 

§ 2 Starting with equihbrmm in this sense, we have a curve 
DD' representing the dechmng marginal productivity of new 
lendings in industrial uses, in other woids representing the rate 
per atom of time at which industry could employ new lendings 
at various rates of interest And we have a curve SS' repre- 
senting the rate of new available savings per atom of time — 
available, that is, after deducting new savings absorbed in financ- 
ing consumption by Governments or individuals It would be 
misleading to say that the rate of interest '' depends on ” the 
intersection of these two curves, since there would be a rate of 
interest in a society in which no new capital was being formed, 
indeed even in a society in which capital was not productive 
and all borrowing was for consumption nevertheless, in equi- 
librium the rate of interest PM is the rate at which the new 
lendings which can be absorbed by industry per atom of time 
and the new available savings per atom of time are equal At 
^ See my note in Econormca, Nov 1934, 
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tins rate {i e at one of the family of rates typified by PM) the 
banks are continually renewmg loans 

Now, owing to the discovery of the Diesel engine, South 
America, or what not, an industrial expansion sets in, and DD' 
IS raised to banks keep the rate of interest right 

down at PM (= PiMi)^ the imtial rate of lendings per atom of 
time will exceed the rate of available new sav%ngs, and the whole 
of the excess MM-y per atom of time will consist of newly-created 
bank money If, however, the banks allow the rate of interest 



to rise somewhat, there is a comphoation in that the higher 
rate will stimulate the mobihsation of ^ast savings existing in 
the form of bank deposits, and part of the excess of new lendings 
ovei available new savings will consist of these reservists But 
there is a more important complication — -the outpouring of MM y 
new or mobihsed money per atom of time will progressively both 
increase total incomes and redistribute them in favour of entre- 
preneurs, % e in a manner on balance favourable to savmg, so 
that 8B' becomes displaced to the right {By8\) There is noW a 
quasi-natural rate of mterest P^M^ which would equate industrial 
requirements and available new savmgs under the new conditions, 
towards which the actual rate is hkely to rise, and which if it is 
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reached will give quasi-eqmhhrium, with no further money- 
creation or mohihsation of past sawings 

§ 3 But this quasi-equihbnum is very unstable, for two 
reasons (1) Wages, etc are clambering up and eating into 
profits, thus causing S^8\ to relapse towards 88', raising the 
quasi-natural rate, with the actual rate in pursuit, towards 
PgJfg, and reducing borrowings towards OM^ This, of course, 
shows itself primarily m a recession of the demand for instru- 
mental goods, and is the feature of the crisis ” emphasised — 
in various terminologies — ^by continental theorists Work on 
the new Cunarder will be suspended ^ 

(2) But a more fundamental change is imminent Owing 
to saturation with existing instruments, whose marginal pro- 
ductivity has fallen very low, the curve of marginal productivity 
of new lendings will be violently displaced downwards — say to 
I>JD\ This in turn involves the shrinkage of income and its 
redistribution in favour of non-savers, as well as some distress- 
borrowing by unemployed persons and loss-making entrepreneurs, 
so that the new quasi-natural rate will be — ^not P^M^ 
So long as the actual rate is kept above this there will be an 
excess in the rate of available savings per atom of time over the 
rate of industrial borrowings, showing itself in a progressive 
extinction of bank loans and a progressive immobihsation of 
savings in the form of bank deposits 

As I have argued elsewhere, ^ there is no necessary incom- 
patibihty between these two explanations of the crisis ” The 
first may be the actual spear-head of relapse, the second in 
practice coming up as a reinforcement, though it would have 
been capable of winmng the battle by itself The Cunarder 
suspended on the plea of high interest-rates remains suspended, 
with bank-rate at 2 per cent , because there are too many ships 
The relative importance of the two causes (both of them describ- 
able as over-investment ”) may vary on different occasions 
it might be, for instance, that (1) furmshes an almost com- 
pletely satisfactory explanation of the sharp short set-back of 

^ The “ Atistnan school ” seems to me to tend to over-stress the importance 
of snch mtermissions of half-jSnished constructional enterprises as compared with 
the failure to imdertake new ones also to exaggerate the embarrassment which 
the raismg of current interest -rates will cause to those who have taken m hand 
extensions financed out of windfall profits, or out of long loans raised at the lower 
rates also to exaggerate the speed at which savmg can be disentangled from 
fixed instruments, and therefore the danger that the boom-expansions of fixed 
capital will be lost — ^the railways bmlt m the ’forties are still with us » 

^ A Study of Industrial FluctuaHon, p 241 , Banking Pohcy and the Pnce 
Level, p 90 
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1907, while going a very little way towards explaining the 
conditions of 1929 

§ 4 If the rate of interest is reduced to at which the 

rate of available new savings equals the rate of industrial require- 
ments, the position of quasi-equihbrium so attained may be 
considerably more stable than its boom-counterpart P^M^ For 

(i) owing to the durabibty of fixed instruments, PJC>\ is not 

likely to be jerked upwards as was jerked downwards 

(ii) owing to the greater resistance of wages, etc against a fall 

than against a rise, does not so easily relapse towards SS' 

as did Thus we ‘‘ bump along the bottom ’’ 

If now the banking system, to promote recovery, contrives a 
lowering of the actual rate, say to PgJfg, how are we {a) to 
describe, (6) to appraise its action (a) It must, I think, be 
described as a lowering of the actual rate below the nearest 
thing to a natural rate which now exists, viz the quasi -natural 
rate P^M^ — involving, as it does, an imtial rate of money creation 
per atom of time ^ To call P^M^ a natural rate would 
be to assume that the expansion and redistribution of income 
which the lowering of the rate will admittedly promote will 
bring the savings curve right back to its normal ’’ position 
S8 ' — a thing which, with DJC>\ if® existing height, is beyond 
the bounds of possibihty 

But (b) it does not follow that the lowering of the rate is 
wrong policy It produces some displacement of to the 

right, and creates conditions favourable for an eventual rise of 
2 ^ wlnle in the existing condition of the latter it can scarcely 
be considered dangerous The objection ^ that when normal ’’ 
conditions are restored the natural and actual rates will be PM, 
and enterprises which have been imtiated at the rate P^M^ will 
be in difiieulties, is not convincing For (i) it apphes in some 
degree to all rates lower than PM, including the quasi-natural 
rate PJM^, but to resuscitate on these grounds the ex-natural 
rate PM would be to promote not merely a continuance of 
stagnation but a renewal of money-contraction and hoarding 
And (ii) it seems reasonable to hope that the same forces which 
will eventually raise ^ 2 ^'% fo increase the profitabihty 

of enterprises which have been imtiated at the rate P^M^ and 
enable them to pay the higher rate PM 

^ A greater rat© of money creation than this -will be required if the method 
adopted is such as to promote the immobilisation m the form of bank deposits 
either of new savings or of past savings previously embodied in other kinds of 
capital asset 

2 For an able statement of this objection, see Econormst, March 1 7, 1934, p, <563 



1934] 


INDVrSTBIAL FLtTCTTJATION- 


655 


At the same time, fears that the new position of normality 
may be passed unawares must not be dismissed as baseless For 
it would be an abuse of the method of abstraction to suppose 
that it will in all respects resemble the old, especially as regards 
the level of commodity-prices In particular if, in a society 
which has already become a prey to fluctuation, full employ- 
ment of the factors of production, in their existing distribution 
between consumption and construction trades, is taken as the 
objective of policy, there seems a virtual certainty that normahty 
will be overstepped, and the ball of cychcal fluctuation set rolhng 
again ^ This vmy he a lesser evil than the continuance of present 
unemployment and the retardation of progress , but it is not a 
good 

§ 5 It remains to inquire briefly what the relation is between 
the doctrine that fluctuation is to be explained in terms of a 
gap between the natural rate of interest and the actual rate, and 
the doctrine that it is to be explained in terms of a gap between 
the real rate of interest and the money rate The answer is, of 
course, to be sought in the fact that the so-called real ’’ rate 
is not really a rate of interest at all,^ but a hypothetical charge 
which takes into account changes in the real value of the money 
principal borrowed The “ capital windfall transferred by a 
rise m the price-level to the borrowing entrepreneur from the 
lender is simply another aspect of the real or income windfall 
accruing to him at the expense of the other factors of produc- 
tion It may appear at first sight, therefore, that to prevent 
trouble we ought to have raised the money rate just enough to 
obhterate the entrepreneur’s capital windfall,” thus confiscat- 
ing his real or income windfall and robbing him of the means 
and motive for misbehaviour But to argue thus is to ignore 
that the rate of price-iise is itself the result of a given gap between 
the actual money rate of interest and the natural (real and 
money) rate Any raising of the money rate will dimimsh the 
rate of price-rise and so narrow the gap between the money rate 
and the real rate Let us, for instance, start in eqmhbrium 
and imagine a rise of DD' It may be that if the rate is held 
at 5 per cent , a price-rise of 10 per cent will develop in a year, 

^ See the stimulating discussion by Mr Duxbm, Purchaatng Power and Trade 
Depres8%on, pp 167-72 

2 See Adarkar, “ Fisher’s Real Rate Doctrme,” Economio Jotjbnal, March 
1934 The whole of this section is simply an attempt to bring Professor Adarkar’ s 
illummatmg discussion mto connection with the concept of the natural rate 
It IS assumed for the sake of simphcity of language that the situation is one m 
which equilibrium involves a stable price level 
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SO that the real rate turns out to be — 6 J per cent , and it appears 
in retrospect that it would have taken a rise in the money rate 
to 154 ^ per cent to obhterate the windfall But it may be that 
if the money rate had been raised immediately to 7 per cent , 
there would have been no price-rise and no windfall at all, ^ e 
that the new natural rate was 7 per cent And it may be that 
now, prices having risen by 10 per cent with a consequent 
expansion and redistribution of incomes, a rise m the money 
rate to 6 per cent will be sufhcient to prevent any further rise 
in prices, % e that the new quasi-natural rate is 6 per cent On 
the other hand, it rmght be that it would have required a raising 
of the rate to 20 per cent to prevent any rise in prices , and in 
this case to have raised it to 15J per cent , while it would have 
reduced the price-rise from 10 per cent to (say) 3 per cent , 
would still have permitted the emergence of windfall gams to 
the entrepreneur ^ Thus the “ real rate ” doctrine turns out to 
be less instructive as a guide to pohcy than it appears to be at 
first sight 

§ 6 The foregoing picture is, of course, over-simphfied in a 
dozen ways ^ It will not commend itself to those who regard 
the cause of relapse as purely monetary, nor to those who find 
the notion of a lag, and therefore of a possible divergence between 
the rate of industrial borrowings and the rate of available new 
savings per atom of time, superfluous and indeed misleading 
But I venture to hope that there are some who will find in it a 
contribution towards clarifying the relation between diveise 
doctrines of the causes of industrial relapse, and between con- 
flicting views of the duty of the banking system in time of depres- 
sion (I have designedly avoided discussion of the duty of the 
consuming pubhc, the Trade Umons and the Government). 

D H- Bobertson 

^ Professor Adarkar (op c%t , p 341) appears implicitly to ml© out tins 
contmgency , but it seems a real if improbable on© 

® Among otber tilings, as Mr J E Meade bas pointed out to me, it ignores 
sucb secondary displacements of DD' as may b© due to tbe change in aggregate 
incomes mduced by a divergence between actual and quasi-natural rates 



SOME ASPECTS OE SMAEE HOLDINGS IN THE 
AGRICULTURAL STRUCTURE 

An apology appears necessary for adding another study to 
the long hst of writings on the economics of small holdings 
During the present century the problem has been examined in 
detail by Levy, Ashby, and Thomas, while land settlement has 
provided a popular platform for social reformers and politicians 
The mam excuse for the present study rests in the fact that the 
financial data on which it is based provide a unique opportumty 
of comparing in various aspects the economics of small and large 
farms Its purpose is briefly to illustrate certain essential 
difierences in the character and the orgamsation of small and 
large farms, and to indicate various factors which make for 
success in small holdings At the same time, the data available 
have made it possible to consider in some detail the relative 
capacity of the two groups as employers of labour and producers 
of wealth, and to consider jointly these factors in their national 
aspect 

The evidence on which the study is based was collected as 
part of a general survey of agricultural conditions in the eastern 
counties of England in 1932,^ and as far as small holdings are con- 
cerned has been hmited to holdmgs between 20 and 50 acres In 
this respect it does not embrace all small holdings covered by the 
statutory upward hmit of 50 acres or £100 rental. At the bottom 
end of the statutory scale are holdmgs of less than 20 acres, of which 
a considerable part is non-agricultural e they are occupied as 
private gardens, parks, recreation grounds, etc ), while at the 
upper limit are those of more than 50 acres m extent, but the 
rental of which is under £100 These latter, although data were 
available, were not used in the mvestigation, as the reduction in 
rentals during the past few years has been sufficiently great to 
bring into this category farms which could not normally be 
regarded as small holdings 

The economic importance of farms between 20 and 50 acres 
will be realised when it is recogmsed that this group provides 

^ Reprints ITos 19 and 21 “An Economic Survey of Agriculture m the 
Eastern Counties of England ’* Department of Agricultural Economics, 
Cambridge IJmversity Price 2s 6d net Postage 3d 
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about 12 per cent of tbe total agricultural employment, and 11 
per cent of the total output, compared with 21 per cent of 
employment and 23 per cent of output in the case of farms over 
300 acres, which cover approximately six times the area On the 
other hand, if all holdings and allotments under 50 acres are 
considered as a group, they provide 32 per cent of the total 
employment and 29 per cent of total output, from approximately 
one-tenth of the total farmed area 

At the outset it must be fully recogmsed that the small holding 
IS not a new umt in English agricultural orgamsation, nor are the 
numbers created under recent legislation of great importance in 
the total of these holdings The number provided by County 
Coxmcils since 1908 is less than 12 per cent , and they control only 
114 per cent of the land which is let in holdings of from 1 to 60 
acres in extent Particulars of the numbers of small holdings in 
England and Wales 1232 are as follows 



Number 

Area 

Above 1 and not exceeding 6 acres 

Above 5 and not exceeding 20 acres 

Above 20 and not exceeding 50 acres 

70,674 

101,446 

77,222 

221,422 

1,145,833 

2,612,806 

1 249,342 I 

3,980,061 


It IS from the third of these groups, and mainly from the old- 
established holdings, that the following figures have been derived 
In all, data from 201 holdings in the 20-50 acres group were 
obtained, and from 106 holdings in the 300-500 acres group 
Before proceeding to the problem, however, attention must be 
chrected to the fact — and this is an important quahfication — that 
the production data and financial matters discussed in the following 
pages refer to the year 1932, and that any generalisation derived 
therefrom must be interpreted in the light of agricultural prices 
and conditions during that year 

It IS generally recogmsed that the small farmer shows a greater 
resistance to a period of depression than the large farmer In 
many respects this quahty is understandable The small farmer 
pays no large weekly labour bill, his standard of living does not 
run to large cars, hunters, or stands at expensive shoots, he 
derives a greater part of his total mcome as the produce of his 
farm, and his personal efiort plays a more important part in the 
work of his holding Durmg a period of low prices he can and 
does reduce his extraneous needs to a mimmum Nevertheless, 
the resistance he has shown to the recent prolonged period of low 
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prices IS remarkalile It is clear, however, that this recent 
lelative success has been partly due to the fact that the tjrpes of 
production on which he is compelled to concentiate (e g milk, 
eggs, pigs, etc ) have been hit less severely by the price dechne 
than other commodities produced by the large farmer 

The actual incomes obtained on holdings of 20—50 acres and 
300-500 acres are given below 


Acres 

Farm 

lacom© 

1 

Drawings 
in Kind 

i Family 

Labour 

Wheat 

Deficiency 

Payments 

Family 

Income 


£ 

£ 

£ 

£ 

£ 

20-60 

"f- 5 

37 

30 

19 

91 

300-500 

-131 

71 

42 

176 

158 


On the small holdings, therefore, the Family Income averaged 
£91 per holding, compared with £158 on the large farms As 
indicated above, this income is derived from {a) Farm Income 
e the diference between gross expenditure and gross income) , 
(6) Drawings in Kind {eg dwelling-house and farm produce), 
(c) Wheat Deficiency Payments, and {d) Family Labour, already 
included as a charge against the Farm Income If we examine 
these various units in detail, the natural strength of the small 
holder becomes even more apparent It is, for example, from the 
sum of Farm Income and Drawings in Bond that the farmer, after 
paying any interest on borrowed capital or mortgage, is recom- 
pensed for his own capital, labour and management At the 
moment the deficiency payments under the Wheat Act provide 
an additional source of income, presumably of a temporary nature 
If we Ignore this subsidy, and examine what we can call Natural 
Income, the small holder in the eastern counties in 1932 received 
on the average a Natural Income of £42, while the large farmer 
on the same basis of calculation made a loss of £60 These, then, 
are the sums, arising as the natural revenue of the land, available 
for the provision of living expenses in both groups If we proceed 
to consider interest on capital mvestment, we find that £23 is 
required to defray mterest at 5 per cent on the £460 farm capital 
of the small holder, against £157 in the other group, with a capital 
of £3140 Therefore, if we deduct mterest on capital from 
Family Income, we find that the Family Income of the small 
farmer was £68, compared with £1 on the large farms More- 
over, if both deficiency payments and interest on capital are 
deducted, the Family Income on the small group is £49, while on 
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the large group it has completely disappeared, and is represented 
by a deficit of £175 

While the above figures illustrate what we may term the 
superior sta 3 ung power of the small farm, they give no indication 
of its greater pioductivity, or of the essential difierences in the 
character of its orgamsation These variations are to some 
extent revealed by the analysis of income in the two groups which 
IS given below 

Table I 

Amount and Distribution of Gross Income 


Si 2 se of farm 

20-50 acres 

300-500 acres 


per 

per 

per 

per 

per 

per 


holding 

acre 

cent 

holding 

acre 

cent 


£ 

£ 


£ 

£ 


Dairy produce 

121 

3 27 

31 8 

387 

1 01 

19 1 

Homed stock 

39 

1 06 

10 3 

312 

0 81 

16 4 

Pigs 

53 

1 43 

13 9 

180 

0 47 

8 9 

Poultry and eggs 

71 

1 92 

18 7 

179 

0 47 

8 9 

Sheep and wool 

2 

0 06 

0 6 

97 

0 26 

48 

Wheat ^ 

24 

0 65 

6 3 

220 

0 57 

10 7 

Barley 

17 

0 46 

4 5 

177 

0 46 

8 7 

Sugar beet 

23 

0 62 

6 1 

163 

0 42 

8 1 

other crops 

23 

0 62 

6 1 

260 

0 67 

12 8 

Miscellaneous 

7 

0 19 

1 8 

63 

0 14 

2 6 

Total 

380 

10 27 

lOO 0 

2028 

5 27 

100 0 


^ Excluding Wheat Deficiency Payments 


Of these figures probably the most immediately obvious is the 
large difierence in Gross Income per acre between the two groups 
of holdings, and while a considerable difference was to be expected, 
it IS interesting to note that, on an acreage basis, that of the small 
farms (£10 27) was approximately twice that of the large farms 
(£5 27) At the same time, the figures provide evidence of the 
greater dependence of the small holding on livestock and hvestock 
products The small holding, for example, sold approximately 
three times as much dairy produce, three times as many pigs, 
and four times as much poultry and eggs, rather more wheat and 
the same value of barley per acre as the large farms In fact, 
sheep and other crops ” were the only enterprises in which the 
actual sales per acre were greater on the large farms Perhaps an 
even better idea of the different character of the orgamsations can 
be obtained fcom an examination of the percentage distribution of 
Gross Income In the small holdmgs group approximately 32 
per cent, of Gross Income was derived from dairy produce, com- 
pared with 19 per cent on the large holdings, 20 per cent was 
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obtained from pigs compared with 9 per cent , wkile 19 per cent 
was returned by poultry and eggs compared with 9 per cent In 
all, 81 per cent of the income on the small group was obtained 
from livestock and hvestock products compared with 57 per cent 
on the large farms 

In the two groups farm capital was allocated as follows . 

Table II 


Amount and D%stribuUon of Farm Capital 


Size of farm 

20-50 acres 

300-500 acres 


per 

per 

per 

per 

per 

per 


holding 

acre 

cent 

holdmg 

acre 

cent 


£ 

£ 


£ 

£ 


Crops and Tenant 







Bight 

163 

4 40 

35 43 

1362 

3 54 

43 28 

Livestock 

204 

5 51 

44 35 

1238 

3 21 

39 34 

Implements^nd Ma 







chinery 

93 

2 51 

20 22 

647 

1 42 

17 38 

Total 

460 

12 42 

100 00 

3147 

8 17 

100 00 


The total capital investment per holding m the 20-50 acres size 
group was £460, or £12 42 per acre, and in the 300-500 acres size 
group £3147 per holding, or £8 17 per acre Capitahsation per 
acre was, therefore, 50 per cent heavier on the small farms, while 
a greater percentage was invested in livestock and a smaller 
percentage m crops and implements So much for Capitahsation 
and Gross Income m the two groups Turmng to expenditure, 
the analysis of which is given below, it is apparent that, as in the 

Table III 


Amount and Distribution of Expenditure 


Size of farm 

20-50 acres 

300-500 acres 


per 


pei 

per 

per 



holding 

acre 

cent 

holdmg 

acre 

i cent 


£ 

£ 


£ 

£ 


Labour ^ 

112 

3 03 i 

29 9 

855 

2 22 

39 6 

Foodstuffs 

113 

3 05 

30 1 

350 

0 91 

16 2 

Livestock 

35 

0 94 

9 3 

232 

0 60 

10 7 

Bent 

53 

1 43 

14 1 

287 

0 75 

13 3 

Fertihsers 

7 

0 20 

1 9 

62 

0 16 

2 9 

Seeds 

9 

0 24 

24 

63 

0 16 

2 9 

Miscellaneous 

46 

1 24 

12 3 

310 

0 81 

14 4 

Total 

375 

10 13 

100 0 

2159 

5 61 

100 0 


^ Excluding occupier 
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case of income, expenditure per acre on the small farms (£10 13) 
IS approximately twice as great as on the large (£6 61) The mam 
differences under this headmg he m the fact that while labour is 
the most important cost item on the large farms, and represents 
40 per cent of the total expenditure, in the small group, feeding 
stuffs, representing 30 per cent of the total expenditure, are the 
largest item This dependence of the small holding on purchased 
f eedmg stuffs has an important aspect in regard to national pohcy 
A supply of cheap feeding stuffs is more essential to the small 
holder than a high price for wheat In the above sample, for 
example, the small holdings sold on the average £24 worth of 
wheat in the year, and purchased £113 worth of feeding stuffs , a 
20 per cent rise in the price of feeding stuffs, therefore — i e an 
increase from £5 to £6 per ton — ^would cancel out any benefit 
derived from a 100 per cent rise in the price of wheat. Any 
pohtical measure, therefore, designed to raise cereal prices, if it 
raises the prices of feeding stuffs, may, in the case of the small 
holder, be more than offset by the mcreased cost of his purchased 
foods A further point in this connection merits consideration 
Objection is frequently raised to a national livestock policy, on 
the grounds that a nation dependent on purchased feeding stuffs 
is insecure in either ordinary or economic warfare, and the same 
argument has been advanced m connection with the greater 
dependence on purchased feeding stuffs of small holders It can 
be demonstrated, however, that m a system of small holdings the 
cereal acreage and output are, in the aggregate, rather higher than 
in the case of a system of large farms, while the net agricultural 
production is very much greater In order to emphasise this 
argument the Gross Income of a large farm of 385 acres has been 
compared below with an equal aiea divided into small holdings 



! Gross Income on a — 

1 

37 acres 
holding (A) 

385-acres 
holding (B) 

A X ^ 
^37 


£ 

£ 

£ 

Dairy produce 

121 

387 

1258 

Horned stock 

39 

312 

406 

Pigs 

53 

180 

551 

Poultry and egg& 

71 

179 

738 

Sheep and wool 

2 

97 

21 

Wheat 

24 

220 

250 

Barley 

17 

177 

177 

Sugar beet 

23 

163 

239 

Other crops 

23 

260 

239 

Miscellaneous 

7 

53 

73 

Total 

380 

2028 

3952 
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It will be seen that 385 acres m small holdings actually produced 
for sale more wheat than the big farms, an equal amount of barley, 
and more sugar beet and other crops, while the output of livestock 
and livestock products was much greater In time of war the 
sugar-beet land could be utilised for the production of extra cereals 
and potatoes, and the national supply of high caloric foodstuffs 
would be actually higher than m a system of large farms, while the 
stored-up fertility of good pasture land would assure good cereal 
crops for several years without requiring much fertihser On the 
large farms £350 and £232 per annum were spent on feeding stuffs 
and on hvestock respectively The similar figures for the 385 acres 
small-holding umt were £1175 and £364 Deducting these sums 
from Gross Income in both cases, the net agricultural production 
on 385 acres devoted to small farms was £2413, compared with 
£1046 on 385 acres as a single faim 

Turmng to Gross Output, this represents the Gross Income 
less purchases of hvestock, plus or minus any increase or decrease 
in the valuation of the farm stock between the beginning and end 
of the financial year, and represents the value of the goods “ manu- 
factured ’’ on the farm On the small farms group the Gross 
Output per acre was twice as great as on the large group — £9 54 
per acre, compared with £4 72 It must be borne in mmd, how- 
ever, that, as no deduction has been made for purchased feeding 
stuffs in calculating Gross Output, the above figures do not 
represent the net return from the land During the year the small 
farms purchased an average of £113 worth of feeding stuffs, com- 
pared with £350 woith in the case of the large farms Deducting 
feeding stuffs from Gross Output, therefore, it appears that on the 
small farms what we may term the Net Return fi:om the Land was 
£240 per holding, or £6 49 per acre, compared with a return of 
£1466 per holding, or £3*81 per acre, on the large faims 

So far we have discussed the relative stabihty and the apparent 
differences in the orgamsation of large and small holdings Any 
comparison, however, must at the present moment be carried to 
wider issues In the present state of world pohtics, with the 
growth of economic nationahsm, the falhng off in world trade, and 
with 2 J milhons xmemployed in this country, and with the presence 
of a large labour surplus unlikely to be re-absorbed in mdusrry, 
the possibility of cieatmg employment on the land assumes a new 
aspect, and any comparison of small and large holdings would 
be incomplete unless it dealt with the relative density of employ- 
ment under the two systems 

Considering the labour requirements, data for which are given 
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Table IV- 


Umploymenf per Hold^ng and per Acre 


Siz© of farm 

20-60 acres 

300-500 acres 


per 

bolding 

per 

acre 

per 

holding 

per 

acre 

Manual workers {tnclvding occupier) 
(no ) 

2 1 

057 

9 4 

024 

Expenditure on labour {exchidtng 
occupier) (£) 

112 

3 02 

855 

2 22 


in Table IV, it appears that comparing the two groups, the small 
farms pi o vide employment for rather more than twice the number 
of men per acre On the other hand, the expenditure on paid 
labour is £3 02 per acre, or £112 gross, on the small group, com- 
pared with £2 22 per acre, or a total of £855, on the large farms 
A further point, however, arises m respect of the expenditure on 
labour shown above On the small farms at least £30, or 27 
per cent of the sum showm for labour, was paid to the occupiers’ 
families for work done on the farm, and forms part of the Family 
Income On the big holdmgs, on the other hand, only 5 per cent , 
or £42, of the total expenditure on labour returned as income to 
the family exchequer The increased employment provided on 
the land under small holdings has an important bearmg on 
present-day conditions, but before advocating a geneial policy of 
land settlement it would be necessary to obtain some idea of the 
effect of the change from, say, agricultural labourei to small 
holder on the income of the individual 

Gomg a step farther, therefore, and considering the density of 
employment in relation to the earmngs, it appears that on the 
large farms the income per person employed e the sum of Farm 
Income, Drawings in Kind, Deficiency Payments, and expenditure 
on labour divided by the total number employed) was greater 
than on the small, although when the Deficiency Payments were 
deducted the difference was diminished Considermg hired 
labour alone, however, the average income per paid worker on the 


Table V. 

Earmngs per Person Employed 


Size of farm 

20-50 acres 

300-500 acres 


£ 

£ 

With Wheat Quota payments 

83 9 

97 4 

Without Wheat Quota payments 

70 6 

79 8 
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big farms was £94 4 The hired agricultural labourer with an. 
average annual income of £94 4 was, therefoie, financially better 
off than the small holder who, after deducting interest on capital 
from his total receipts (£61 less £23), received only £38 as a net 
return for his own labour When we consider Famdy Income, 
however, the small holder’s position is placed m a more favourable 
light, the total sum available for the living expenses of the family 
being £91 There is, however, a further point which must be 
considered when assessing the relative positions of the labourer 
and the small holder The hired worker is wholly dependent on 
the abihty of his employer to pay wages, and it has been fairly 
evident during the past few years that the wage rates of agri- 
cultural workers have been maintained by the expedient of 
1 educing as far as possible the number of workers employed 
Moreover, with the progress of mechanisation both in cereal and 
ammal production there is reason to beheve that unemployment 
amongst agricultural workers may become even more general 
The small holder, on the othei hand, growing a large part of his 
food, and living in his own house, is far less liable to find himself 
without a livelihood, or to become a victim of economic circum- 
stances 

There is a further factor which must be taken into account in 
a comparison of small and large farms, viz the amount available 
for distribution between the three partners in the industry under 
the two systems The measure of this factor is termed the 
Social Output, and is the sum of Profits, Labour and Pent 
Briefly, it defines the limit of all possible incomes from the land, 
and on its extent the standard of hvmg and prosperity of the agri- 
cultural commumty will largely depend 

The extent and the composition of the Social Output are given 
in Table VI and are considerably larger per acre (£5 73 compared 
with £3 19) on the small than on the large farms If we deduct 
Deficiency Payments from Farm Income, and compare on their 
merits the two units under natural conditions, the difference is 
even more striking In this case the Social Output of the small 
farm is £193, or £5 22 per acre, compared with £1052, or £2 73 
per acre, in the large group 

So far we have dealt with the relatively strong position of 
small holdings in the eastern counties Within this area, however, 
there is a wide range of soil and market conditions which (in 
themselves) may considerably influence farmers’ returns An 
attempt has therefore been made to isolate the influence of soil 
and market, and to investigate the factors which make for the 
No 176 — VOL XLIV XX 
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Table VI 


Amount and Distribution of Social Output 


Size of farm 

20-60 acres 

300-500 acres 


per 

holdmg 

per 

acre 

per 

holding ^ 

per 

acre 

Earm Income (including Deficiency 

£ 

£ 

£ > 

£ 

Payments) 

24 

0 65 

45 

0 12 

Drawmgs in Kind ^ 

23 

0 63 

41 

0 10 

Labour 

112 

3 02 

855 

2 22 

Rent 

63 

1 43 

287 

0 75 

Total Social Output 

212 

6 73 

1228 

3 19 


^ Excluding rental value of farm house, which is already included under gross 
rent 


success of tlie small farms in the di:fferent aieas With this object 
in view, the farms have been grouped mto nine major agricultural 
districts, each more or less homogeneous in soil t37pe and marketing 
facihties, viz 


1, Central Norfolk loams 

2 Norfolk and Suffolk breck 

3 Central Suffolk loams 

4 South-east Suffolk and north-east Essex sands and 

gravels 

5 North Essex and south-west Suffolk boulder clays 

6 South Essex London clays. 

7 South Hertfordshire 

8 South Cambridgeshire chalks 

9 Huntmgdon and west Cambridge clays 

Composition of income in each of the mne districts is given in 
Table VII 


Table VII 


District No 

1 

2 

3 

4 

6 

6 

7 

8 

9 

Farm Income 

Drawmgs m Kmd 
Deficiency Payments 
Family Labour 

Family Income 

£ 

— 41 
29 
20 
19 

£ 

-1-24 

44 

10 

21 

£ 

—45 

38 

28 

33 

£ 

+ 14 
31 
11 
14 

£ 

—40 

41 

34 

47 

£ 

+ 88 
61 1 
11 
47 

£ 

+ 83 
46 
8 
41 

£ 

+ 52 
33 
20 
42 

£ 

—26 

36 

1 13 

1 16 

64 

99 

54 

70 

82 

207 

178 

147 

39 

Av size of holding 
(acres) 

No of holdings 

36 

53 

1 

35 

11 

39 

35 

35 

14 

38 

19 

33 

15 

38 

17 

37 

i 18 

37 

19 
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Examining the above figures, wide variations m Family Incomes 
between districts are immediately apparent Holdings in 
Districts 6, 7, and 8, for example, with Family Incomes of £207, 
£178, and £147, are highly prosperous None of the other 
districts provides a Family Income of as much as £2 a week, 
while in the case of District 9 the average Family Income is only 
£39 

Our next step is to discover why these large variations in 
profitableness arise. Are they due, for example, to particularly 
fortunate conditions of soil and/or market, to the development 
of a particular type of orgamsation, to concentration on par- 
ticular enterprises, or to a combination of any or all of these 
factors '2 

Deahng jSrst with the question of soil, it is generally held that 
small holdings can succeed only on the best land, or at least on 
land which is hght and easily worked While this generalisation 
IS probably reasonably accurate, it is evidently not infalhble 
Evidence in this respect is forthcoming from the group of small 
holdings in south Essex (District 6), which returns an average 
Family Income of £207, despite the fact that they are situated on 
some of the heaviest and most tenacious clay soil in England 
On the other hand, m the equally heavy clay soils in District 9 
(Huntingdon and west Cambridge) and District 5 (north Essex) 
the small holdings have had a disastrous year The success or 
failure of small holdings on heavy soil, therefoie, depends not so 
much on the nature of the soil as on the type of production 
followed The successful holdmgs in south Essex have been 
built up, as a result of the demands of the London market, on 
enterprises which can be developed in a system of grassland 
husbandry, viz , dairy products, poultry, and eggs The small 
holder in Huntingdon and north Essex, in the absence of a local 
market, and perhaps through lack of capital and knowledge, has 
attempted to farm his holding on traditional arable lines It may 
therefore be said that although a bght soil is both easier to work 
and provides greater scope for diversified cropping than a heavy 
soil, and is in this respect better fitted for land settlement, small 
holdings can nevertheless be profitably estabhshed on heavy land, 
provided that it is properly drained, is capable of producing good 
pasture, and that there is a good local market for bvestock and 
livestock products, or, alternatively, that such a market is intro- 
duced by co-operative settlement 

There are two other widely held beliefs in legard to small 
holdings (a) that they must be situated in the vicimty of large 

X X 2 
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towns where the small holder has an opportunity of direct contact 
with the consumer, (b) that they must have access to a retail milk 
market While market plays a more important part than soil 
m shaping the destiny of a small-holdings scheme — as witness the 
trmmph of market over the heavy clays in south Essex — ^it is 
evident that much could he done to compensate for the absence of 
a local market hy the provision of co-operative agencies for the 
purpose of effecting economies in the sale and purchase of com- 
modities It was apparent from the above investigation that 
ample scope for such agencies existed Accordmg to 1932 figures, 
the small holder had to pay approximately 10 per cent more for 
his feeding stuffs, and 20 per cent more for his fertilisers than the 
large farmer, and although no measure was available, the same 
probably held for other requirements In this connection it 
should be noted that as at the moment the small farmer tends to 
pay cash for his purchases, while the big farmer is using credit, the 
discrepancy between cost of requirements between both groups 
IS probably normally in excess of the percentages indicated 
Moreover, owing to the fact that the small farmer can only put 
small lots of produce on the market, and as a result of his inferior 
bargaimng power, he received some 10 per cent less for his barley 
and 2 per cent less for his wheat than farmers in the 300—500 
acres size group 

If, for example, the small holder had been able in 1932 to sell 
his wheat and barley and to purchase his feeding stuffs and 
manures on the same terms as the large farmer, his income would 
have been increased by £15 a year, and these are but a few of the 
directions in which a saving could be effected 

With regard to the other prevalent idea in lespect of small 
holdings, i e that a retail market for tyuHc is essential to their 
success, there is reason to doubt whether this belief is always 
founded on substantial grounds It is at least amply proved by 
the data collected in the present investigation that small holdings 
can be remunerative without access to a retail milk market Eor 
example, fifty-two holdings, or one-quarter of all farms between 
20 and 50 acres investigated, selected from various districts and 
domg little or no retailing, and on which the average price of all 
milk sold was 11 58d per gallon, were in the satisfactory position 
of providing an average Eamily Income of £146, while the occupier 
received £94 for his own labour It appears, therefore, that an 
orgamsation could be evolved which would overcome any diffi- 
culties which arise from the lack of a local market 

It would therefore appear that the reason for the success or 
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failure of any particular small holding or group of holdings 
must be sought in the oiganisation of the holding concerned 
Within every district profitable holdings are to be found How 
do these successful holdings difiei from the less successful ^ Have 
the occupiers in the first case some paiticularly remunerative 
line of production demed to their less fortunate neighbours, or 
is their success due to a happier combination of enterprises, to 
more intensive or to more efficient production Could, for 
example, a planned small-holding colony which would have a 
reasonable chance of success be evolved for each locality or soil 
type ^ 

If we proceed to examine the amount and distribution of 
capital, output, income, and expenditure on small holdings in each 
of the nine districts, certain important considerations immediately 
emerge 


Table VIII 


District No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

Capital per acre 

£ 

12 08 

£ 

11 54 

£ 

12 21 

£ 

12 26 

£ 

10 08 

£ 

24 85 

£ 

11 68 

£ 

13 68 

£ 

8 57 

Gloss Output per acre 

7 22 

9 26 

7 44 

9 94 

6 16 

22 54 

13 11 

13 49 

5 51 

Gross Output as per 
cent of farm capital 

59 77 

80 24 

60 90 

81 08 

61 11 

90 70 

112 24 

98 61 

64 30 

Farm Income 

_-.4 

4-24 

— 45 

4-14 

— 40 

4' 88 

4-83 

+ 52 

— 26 


Average capitalisation, for example, ranges from as low as £8 57 
per acre (District 9) to as high as £24 85 per acre (District 6), 
while these two districts have the lowest (£5 51) and the highest 
(£22 54) Gross Output per acre Hate of Capital Turnover 
varies from a maximum of 1 12 per cent m District 7 to a mimmum 
of 60 per cent in District 1, and the holdings in the more 
profitable distiicts had the higher rate of turnover 

It should be noted, however, that there appears to be no 
direct connection between capitalisation and profits District 3, 
for example, with a capital of just over £12 an acre, showed a 
Farm Income of minus £45 on the year, while in District 7, with 
rather less capital, the Farm Income was £83 In the first case, 
however, the rate of Capital Turnover was 61 per cent , and in 
the second 112 per cent The secret of success lies rather in the 
efficient application of capital 

Turmng to the amount and distribution of Gross Income, 
figures for which are given in Table IX, it is evident that certain 
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Tabde IX. 

Amount and D%str%bution of Gross Income •per Acre 


District ISTo 

1 

2 

3 

4 

5 

6 

7 

8 

9 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

^ £ 

£ 

Cattle sales 

1 14 

0 94 

0 90 

1 71 

0 53 

1 12 

2 19 

0 68 

0 84 

Dairy produce 

1 81 

4 49 

1 1 03 

3 57 

0 76 

7 09 

9 71 

5 76 

2 76 

Sheep and wool 

— 

— 

0 05 

0 23 

— 

— 

0 32 

— 

— 

Pigs 

1 11 

1 11 

2 26 

1 20 

1 55 

0 33 

0 66 

3 31 

0 60 

Poultry and eggs 

1 22 

1 00 

1 37 

2 43 

1 34 

10 52 

1 39 

0 97 

1 08 

Wheat 

0 67 

0 37 

0 86 

0 37 

1 10 

0 43 

0 26 

0 68 

0 43 

Barley 

0 72 

0 63 

0 36 

0 26 

0 29 

0 12 

— 

1 14 

0 03 

Sugar beet 

1 03 

0 97 

1 03 

0 37 

0 68 

— 

— 

0 62 

0 16 

Other Cl ops 

0 08 

0 40 

0 26 

1 06 

0 32 

3 82 

0 18 

1 64 

0 24 

Miscellaneous 

0 11 

0 09 

0 10 

0 37 

0 29 

0 18 

0 32 

0 30 

0 16 

Total 

7 89 

10 00 

8 21 

11 57 

6 76 

23 61 

15 03 

15 00 

6 30 


wide di:Serences occur botli in the total Gross Income per acre and 
in the methods by which the income is obtained At the same 
time, certain general tendencies emerge The amount of the 
Gross Income, for example, tends to be correlated with profitable- 
ness, for farms with a high Gross Income have the highest Farm 
Income Acceptmg this fact, can it be said that the most 
profitable districts derived a higher percentage of their Gross 
Income fi?om sales of livestock and hvestock products If in 
attempting to answer this question we contrast the three most 
profitable with the three least profitable districts, it appears that 
a higher percentage of the Gross Income is derived from hvestock 
products in the more profitable groups It is obvious, however, 
that the main reason for the success of the most profitable farms is 
due to the more intensive nature of their production The fact 


Table X. 


District No 

3 

5 

9 

6 

7 

8 

Farm Income (£) 

— 45 

— 40 

— 26 

+ 88 

+ 83 

+ 52 

Gross Income (£) 

Percentage of Gross Income from Live- 

8 19 

6 76 

6 30 

23 31 

16 03 

16 00 

stock and livestock products (%) 

68 

62 

83 

81 

94 

72 


that production is less intensive in the three unprofitable districts 
IS probably due to lack of capital and to unsuitable orgamsation, 
largely resulting from an inferior local market for hvestock and 
livestock products 
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Table XI 

Amount and Distribution of Ghoss Expenditure £ per Acre 


District No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

Labour 

Fertilisers and 

2 67 

3 05 

3 00 

2 86 

2 63 

5 49 

3 29 

3 94 

2 16 

manures 

0 14 

0 20 

0 23 

0 11 

0 21 

0 45 

0 05 

0 24 

0 05 

Foods 

1 80 

2 80 

2 87 

3-91 

1 81 

7 73 

4 71 

4*17 

1*92 

Seeds 

0 28 

0 20 

0 21 

0 26 

0 11 

0 45 

0 19 

0 38 

0 11 

Livestock 

0 67 

0 74 

0 74 

1 63 

0 61 

1 06 

1 92 

1 51 

0 78 

Hent 

1 60 

1 26 

1 15 

1 11 

1 16 

2 76 

1 50 

1 62 

1'30 

Miscellaneous 

0 94 

1 06 

1 13 

1 29 

1 29 

3 00 

1 18 

1 73 

0 68 

Total 

8 00 

9 31 

9 33 

11 17 

7 82 

20 94 

12 84 

13 59 

7 00 


The amount and distribution of Gross Expenditure per acre are 
given m Table XI Here again wide variations occur Gross 
Expenditure ranges from £7 an acre in District 9 to nearly £21 per 
acre in District 6, while equally wide variations arise in expenditure 
on labour, feeding stufe, livestock, and miscellaneous require- 
ments within the districts 

In order to deternune the part played by techmcal efficiency 
in the successful holdmgs, the ten most profitable are compared 
with the ten least profitable farms in the central Norfolk loam 
district (District 1) The amoxmt and composition of income in 
these farms are given in Table XII 


Table XII. 



Best farms 

Worst farms 


£ 

£ 

Farm Income 

+ 123 

— 122 

Drawmgs in Kind 

29 

28 

Deficiency Payments 

21 

23 

Family Labour 

10 

36 

Family Income 

4- 183 

— 35 


In the best farms the Family Income was £183, compared with 
( — ) £35 in the worst, while the Farm Income in the former case 
was £123, compared with ( — ) £122 in the latter 

The two groups were identical in size, and contained the same 
arable acreage The Farm Capital was £563, or £15 2 per acre, in 
the best farms, and £407, or £10*93 per acre, m the worst Gross 
Output was £469, or £12 66 per acre, in the profitable group, 
compared with £175, or £4 71 per acre, in the unprofitable, while 
Gross Income was £510, or £14 23 per acre, and £201, or £5 41 per 
acre, respectively The analyses of income and expenditure on 
the two groups are given below in Tables XIII and XIV 
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Table XIII 

Amount and Distribution of Gross Income 



Profitable 

Unprofitable 

per 

holding 

per 

acre 

per 

cent 

per 

holding 

acre 

per 

cent 


£ 

£ 


£ 

£ 


Cattle sales 

61 7 

1 67 

12 1 

43 4 

1 17 

21 5 

Dairy produce 

140 7 

3 80 

27 6 

45 4 

1 22 

22 6 

Sheep and wool 

— 

— 

— 

3 8 

0 10 

1 9 

Pigs 

79 4 

2 14 

15 5 

26 3 

0 71 

13 1 

Poultry 

26 8 

0 72 

5 3 

6 1 

0 16 

3 0 

Eggs 

44 3 

1 20 

8 7 

18 1 

0 49 

9 0 

Wheat 

20 7 

! 0 56 

i 4 1 

23 0 

0 62 

11 4 

Barley 

31 1 

0 84 

6 1 

18 3 

0 49 

9 1 

Sugar beet 

88 9 

2 40 

17 4 

12 0 

0 32 

6 0 

Other crops 

14 9 

0 40 

2 9 

— 

— 

— 

Miscellaneous 

1 9 

0-50 

0 3 

5 0 

0 13 

2 4 


510 4 

14 23 

100 0 

201 4 

5 41 

100 0 


Table XIV 

Amount and Distribution of Gross Expenditure 



1 Profitable 


Unprofitable 


per 

holding 

per 

acre 

per 

cent 

per 

holding 

per 

acre 

per 

cent 


£ 

£ 


£ 

£ 


Labour 

126 1 

3 40 

32 5 

122 0 

3 27 

37 8 

Eertihsers and 







manures 

13 7 

0 37 

3 5 

5 5 

0 15 

1 7 

Poods 

85 8 

2 32 

22 2 

69 2 

1 86 

21 4 

Seeds 

10 9 

0 29 

2 8 

8 8 

0 24 

2 7 

Livestock 

41 3 

1 11 

10 7 

25 9 

0 69 

8 0 

Rent 

69 2 

1 60 

15 3 

55 9 

1 50 

17 3 

Miscellaneous 

50 4 

1 36 

13 0 

35 6 

0 96 

11 1 


387 4 

10 45 

100 0 

322 9 

8 67 

100 0 


Here again the profitable farms produce more intensively, and 
the holdings are so orgamsed that with approximately £150 more 
capital and an additional expenditure of £65 the Gross Income 
has been raised from £201 to £510 Moreover, expenditure on 
labour in the two groups of holdings was practically identical 
Nevertheless the output per £100 manual labour was £268 in the 
profitable group, compared with £105 in the unprofitable, while 
the rate of capital turnover was 83 per cent in the profitable, 
compared with 43 per cent in the unprofitable farms At the same 
time, the profitable holdings purchased more feeding stufis and 
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more fertilisers, produced more milk per cow (658 gallons com- 
pared with. 556), and more eggs per hen It is therefore legitimate 
to assume that not only was pioduction on the profitable holdings 
more intensive, but that it was more efficient, and that better 
use was made of the various factors in production 

It was previously pointed out that the data used in the above 
investigation referred to the year 1932 As the success of any 
scheme of land settlement will largely depend on the trend of world 
prices, it is necessary to obtain an idea of the price position during 
that year The instabihty of agricultural prices as a feature of 
the present world depression, and the inability of farmers to keep 
their orgamsations suitably adjusted to rapidly changing levels of 
price and cost, have been repeatedly emphasised In spite of the 
fact that in 1931 agricultural prices reached an exceedingly low 
level, further declmes occurred in 1932 The fall in prices was 
particularly severe in the ease of livestock, which had hitherto 
escaped the full force of the price decline During the year a 
slight rise took place in the price of cereals, while fruits and 
vegetables showed substantial increases Feeding stuffs rose 
some 10 per cent , and over the 12 months averaged some 5 per 
cent below their pre-war level, while fertilisers apphed to 1932 
crops were purchased at a cost averagmg 5-10 per cent below 
pre-war prices The price of dairy cows and store livestock 
declined considerably A fall of 35 per cent occurred in the 
prices of store sheep and pigs, both of which sold below their pre- 
war levels, while store cattle fell 10 per cent on the year, the 
price of fat sheep fell 31 per cent , while those of milk, eggs, and 
fat cattle all showed decreases It is evident, therefore, that 
1932 prices did not particularly favour the t 3 rpes of orgamsation 
prevalent on the small farm Considering price movements in 
the future, it is improbable, taking into account the possible 
developments in cultivation and practice, that the world price of 
wheat will rise more than 50 per cent above its present level, at 
which point it will still be well below its subsidised level If this 
supposition is correct, wheat as a cash crop will not be remunerative 
in this country except in very exceptional cases, without some 
form of Government assistance Taking a long view of the 
agricultural situation, British pohcy will be more economically 
directed towards the production of those agricultural commodities 
in which this country holds a comparative advantage, viz milk, 
fruit, vegetables, bacon, and eggs It is in expansion along these 
hnes, in conjunction with efficient systems of grading and market- 
ing, and in the elimination of waste in production, that our 
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agriculture will be most profitably developed The success of 
sucb a policy would to some part depend on the availability of a 
cheap supply of imported cereals, and its pursuit would entail a 
certain measure of control of supplies 

If such a policy is adopted, the small holding may assume an 
even more important part in the structure of British agriculture 
To ensure success, however, any scheme of land settlement must 
be carefully planned The haphazard estabhshment of isolated 
umts, remote from markets, on badly drained land, under- 
capitalised, and following the traditional methods, is unlikely to 
succeed 

What of establishment on the colony principle? It has 
already been pointed out that the small holder derives the greater 
part of his income from livestock and hvestock products, and that 
their production must form the basis of his orgamsation. It is 
dangerous, however, to estabhsh large groups of small producers 
without some orgamsation for the transport and sale of produce 
The local market soon becomes glutted with the particular produce 
of the small farm, and the producers are left in an unfavourable 
bargaining position Some form of co-operative orgamsation is, 
therefore, essential to their success That there is ample oppor- 
tumty for economies both in the purchase and sale of commodities 
has been clearly shown 

With regard to the t37pes of production to be followed, these 
will vary according to locahty Near a large consuimng centre, 
as in south Essex, the holding can be profitably organised around 
the whole milk market, while over the more isolated Norfolk 
loams it can be developed on the manufacture of butter and the 
use of the skim milk in pig feeding Whatever the type of 
orgamsation decided upon, there should be a general plan runmng 
through the scheme — ^the whole colony working towards a common 
objective Such a situation entails a central orgamsation capable 
of givmg direction, and acting in an advisory capacity to the 
group, of furmshing types of orgamsation winch are hkely to 
succeed, and of providing budget estimates and cost data, and of 
generally supervising the efficiency of the whole umt, and, if 
necessary, of enforcing certain standards Care must be taken in 
the selection of the small holder and his wife, a good level of 
intelhgence, adaptabihty, perseverance, and determination are 
essential quahties, to which should be added a spirit of inde- 
pendence and a love of the coxmtryside To such a t3?pe the hard 
physical efforts often required of the small holder will be more 
than outweighed by the sense of freedom and well-being which is 
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born of close contact with the land "" The difficulty of educating 
a large number of small holders/’ says Ashby, is insuperable, 
and in practice can only be done by example One holder adopts 
a new method which proves practical, and another copies his 
neighbour ” The central authority might do much towards the 
improvement of conditions by running a holding for educational 
purposes, and by inspiring by competition the small holders to 
develop their land on hnes often away from those set by tradition. 

Summary 

The above paper compares briefly certain essential differences 
m the orgamsation of small and large farms, and indicates certain 
lines along which small holdings in this country might profitably 
be developed It has been shown that compared with the large 
farm the small farm [a) has a greater resistance to low prices, 
{h) produces twice the value of produce per acre, (c) provides 
employment for approximately twice as many men per acre, and 
{d) that the Social Output is increased by 80 per cent. Com- 
parisons have been made between the incomes of small holdings 
in certain districts, and between profitable and unprofitable 
holdings in the same district, and an attempt has been made to 
analyse the reasons for these differences in mcome The con- 
clusion has been reached that success of small holdings is mainly 
a matter of evolving a suitable organisation for the locality,’^ 
and that it is not so dependent on soil type or retail market as is 
generally beheved. 

A W Mekzies Kitchik 

School of Agriculture, 

Cambridge 
March 1934 
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Annals of the Royal StaUsUcal Society, 1834r-1934 (Issued under 
tlie Authority of the Council London The Royal Statisti- 
cal Society 1934 Pp 308 ) 

The Royal Statistical Society of London celebrated the 
centenary of its foundation in April last, and the present volume, 
illustrated with portraits of some of the more eminent of the 
Pounders and Fellows, was issued as a most fitting accompani- 
ment to that celebration For the account of the events which 
led up to the foundation of the Society we are indebted to Dr 
James Ronar , for the whole of the remainder of the volume to 
Mr H Macrosty, one of the Honorary Secretaries 

The Society was an offshoot of the formation, somewhat 
irregularly, in 1833 of a Section for the Promotion of Statistical 
Inquiries at the Cambridge meetmg of the British Association, 
originating with Malthus, Babbage, Richaid Jones and Quetelet 
A meeting of the Committee of the Section was held in London in 
February 1834, when, on the motion of the Rev T R Malthus, 
seconded by the Rev R Jones, it was resolved unanimously that 
“ Following up the spirit of the instructions received by the 
Committee at Cambridge, it is advisable to take immediate 
steps to establish a Statistical Society in London, the object of 
which shall be the collection and classification of all facts illustra- 
tive of the present condition and prospects of Society, and that 
it be an instruction to the President and Secretary of the Com- 
mittee to take the necessary steps for convening a public Meeting 
for that purpose ” A public meeting of Noblemen and Gentle- 
men was accordmgly held on March 15, 1834, and a somewhat 
lengthy resolution, proposed by Babbage and seconded by 
Richard Jones, was passed unanimously, of which the opening 
section reads '' That a Society be established in the name of the 
Statistical Society of London, the object of which shall be the 
collection and classification of all facts illustrative of the condition 
and prospects of Society, especially as it exists in the British 
Dominions ” There were 313 Origmal Members ’’ and ninety- 
eight more were admitted in the course of 1834 It is obviously 
impossible to repeat here the list of eminent names amongst these 
early Fellows, but the widespread interest aroused is shown by 
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the way in which they were drawn from all classes and pro- 
fessions both Houses of Parliament, the Law, the Church and 
Medicine, Science and Philosophy, all contributed Pellows, as 
well as the small band of economists and statisticians The 
Marquis of Lansdowne, a descendant of Petty, was the first 
President 

At the meeting of the British Association, Adam Sedgwick, 
the President, had expressed a feai that, while statistical inquiries 
might ]oin the rest in harmony if they dealt with “ matters of 
fact, with mere absti actions, and with numerical results,” if the 
Section deserted this secure ground its meetings would be dis- 
tracted by the worst human passions and the Daemon of 
Discord would find his way into their Eden of Philosophy ” (We, 
of a latoi date, may recall discussions at Sections other than 
Section P that have not been altogether harmonious — a little 
discussion about Evolution at Oxford m 1860, for example ) 
This fear apparently continued to dominate the situation In 
both the above resolutions the object of the Society is stated to 
be solely the collection and classification of facts ” , and this was 
further emphasised in the Prospectus approved by the first 
Council ‘‘ The Statistical Society will consider it to be the first 
and most essential rule of its conduct to exclude carefully all 
Opinions from its transactions and publications — to confine its 
attention rigorously to facts — and, as far as it may be found 
possible, to facts which can be stated numerically and arranged 
in tables ” It seems odd nowadays that this should be the 
first mention of numerical method in any of the resolutions 
Odder still is the attempt to exclude all expressions of Opinions 
But the '' exclusionists,” as Mr Macrosty calls them, fairly won 
the day, and their victory was emphasised m the emblem adopted 
by the Society — a wheatsheaf with the motto “ AUis exterendum ” 
in a surrounding band In spite of repeated protestations of 
fidelity to the principle, its spirit was inevitably and not infie- 
quently broken But not till December 1857 did the Council 
resolve that the motto Ahis exterendum be omitted from the 
symbol on the cover of the Journal ” 

The young Society had its teething tioubles Projects were 
attempted or suggested which were rather beyond its abilities, 
and the fact-collecting machinery of the Society through five 
Standing Committees did not work well A better method was 
tried of foimmg ad hoc Committees, on the proposal of five or 
more Fellows, and also of utilising the services of a paid investi- 
gator Methods seem gradually to have settled down, and by 
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the end of the first decade of the Society’s existence quite a useful 
amount of work had been accomplished Amongst others. 
Committees on London Education, on Vital Statistics, on the 
State of the Poor in Westmmster, on the Population Census of 
1841, on Hospital Statistics all seem to have served their purpose 
well The Journal was begun m 1838, following eleven parts 
of Proceedings published durmg 1834-7 and a solitary volume of 
Transactions in 1837 The predommance of the '' Condition of 
England ” question in those days, as Mr Macrosty points out, is 
shown by the fact that, of the papers pubhshed in the first decade 
of the Society’s work, some three-fifths may be classed under 
Moral and Social Statistics and Vital Statistics There were no 
financial papers, and only two bearmg on trade or commerce 
We may note two names that were for long to be associated with 
the Society. Br Wdliam Parr (President 1871-73) made his 
debut with a paper on ‘‘ Mortality of Lunatics ” m 1841 , his last 
communications to the Journal were made in 1877, a few years 
before his death in 1883 Dr W A Guy (President 1873—76) 
presented three papers m 1843 , his last was prmted in the J ournal 
m the year of Parr’s death, and he himself died two years later 
His name is commemorated in the Annual Medal now awarded 
by the Society It may interest some to know that two papers 
were contributed by Howland Hill (1840—41 and 1841) on New 
Postal Arrangements ” The foundation of the London Society 
seems to have been followed by that of a host of local Societies 
in the provinces, but all, alas ’ soon died out The Manchester 
Society, which alone still survives m active work, was founded 
nearly eight months before, and not after, the Statistical Society 
of London 

In the following twenty years, from 1844 to 1864, the financial 
situation was frequently a source of great anxiety to the Council, 
and the lack of funds assisted at least the tactful rejection of pre- 
posterous suggestions — such as that received from the Secretary 
of the National Philanthropic Association, that an endeavour 
be made to discover the quantities of horse dung deposited daily 
in the streets of the Metropolis ” But the Council had also 
almost entirely to abandon research by enquiries ” On the 
other hand, Committees on Registration, on the Census, on 
Hospital Statistics, on the London Poorer Classes, on Church 
Lane St Giles, and on the statistics of Chanties, all seem to have 
done good work The Government were now, moreover, more 
active in the collection of statistics, driven to it by administra- 
tive needs This period saw the imtiation of international 
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statistical congresses, of winch, the first was held at Brussels in 
1853, and the fourth in London in 1860 Though Vital Statistics 
and Moral and Social Statistics still claim the largest numbers 
of papers in the Journal, their preponderance is not so over- 
whelmmg, and there is quite a fair number of papers on Com- 
mercial, Industrial and Fmancial statistics 

But in all this period there had been little gam m the Fellow- 
ship The numbers were no more than 357 in 1863 The next 
twenty years saw, however, considerable progress, numbers 
leaching 530 at the end of 1873, and 860 on the eve of completing 
the first fifty years of the Society’s existence Growing Up,” 
Mr Macrosty entitles the history of this epoch, at the end of 
which the Society may be regarded as havmg “ reached maturity ” 
It seems, indeed, to have been the period in which the mam work 
of the Society developed mto its modern form There were no 
Committees appointed for the collection of facts,” and only 
three in all a Committee on Trade Statistics appomted m 1869 
at the request of the Board of Trade to make suggestions for 
improvement, and Committees to make similar suggestions for 
the Censuses of 1861 and 1881 The papers were more varied 
those on Vital Statistics lost their predominance, papers on 
commercial, industrial and financial statistics contributed nearly 
a third of the total, and over a quarter can only be classed under 
the heading Miscellaneous The ‘‘ financial ” papers include 
Jevons’s classical contribution On the Variation of Prices, 
and the Value of the Currency smce 1782 ” (1865) 

The Jubilee of the Society, postponed from 1884 owing to 
the death of the Duke of Albany, was celebrated in 1885 A 
number of foreign representatives were invited, and one practical 
outcome of the meeting was the formation of the International 
Statistical Institute The success of the Jubilee celebrations 
added greatly to the prestige of the Society, and m the following 
autumn the initial steps were taken to draft a Charter and lay 
the proposal before the Privy Council This was granted in due 
course, and signed on January 31, 1887. Difficulties had fre- 
quently arisen from Fellows submitting or proposing to submit 
papers, not of a statistical character, on economic subjects, and 
attempts made to induce the Council to make definite provision 
for economics — ^the last by Mr Hyde Clarke m 1885-6 These 
troubles came to an end in 1890, when the Council Room was 
lent to Alfred Marshall for the holdmg of a meeting out of which 
grew the British Economic Association, now the Royal Economic 
Society Taken as a whole, the five and twenty years following 
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the Jubilee, m spite of a falling o£ m the number of Fellows 
from a maximum m 1890, appear to have been years of good, 
solid progress and sound work Charles Booth brought to the 
Society (1887, 1888) the first fruits of his great inquiry into the 
life and labour of the people of London Sauerbeck published 
m 1886 the account of his index-numb ei, and an annual article 
by him, continuing the figures, was published regularly there- 
after The agricultural depression seems to lead to an unwonted 
crop of papers on agricultural statistics Throughout the period 
Edgeworth made numerous contributions on mathematical 
method, and from the middle nineties other names begin to come 
111 with papers on modern methods, oi in which modern methods 
are used The development had been slow, for a Society of 
which Francis Galton had been a Fellow since 1860, but it came, 
and once begun the acceleration has been rapid The last five 
and twenty years, from 1909 to 1934, Mr Macrosty terms, not 
inappropriately, the Age of Mathematical Methods ” The 
history of these years is too close to us to be treated impei son- 
ally its value will be best 3 udged by those who come after 
Suffice it to say that the continued vitality of the Society seems 
to be well evidenced by the formation of the Study Group in 
1928 and of the Industrial and Agricultural Research Section, 
which has already published the first issue of its Supplement to 
the Journal, in 1933 

The obituaries of earlier chapters chiomcled, as Mr Macrosty 
says, the passing only of the Gods and Demigods of the Society 
The last chapter, dealing in more detail with the long roll of 
losses during the years 1909-34, is — at least to those who, like 
myself, have been active Fellows of the Society for a good deal 
more than the whole of that period — only too truly entitled 
Missing Friends ’’ Necessarily not that all were friends 
would that one had known some, for the list is headed by the 
name of Florence Nightingale, who was a Fellow from 1858 to 
her death in 1910 ^ But the roll stiis all too many memories 
of older Fellows who were kind and encouraging in one’s younger 
days, of colleagues on the Council and m the office of Honorary 
Secretary, of pleasant meetings of the old-established Dinner 
Club, founded in 1839 And last, but by no means least, the 
band of those who were closely associated with one’s own line of 
work Francis Galton, who passed away full of years and honour 
in 1911, was the virtual founder of the English school Edge- 
worth IS a much more recent, and more intimate loss the memory 
of his high courtesy, his abstract and, as it always seemed to me. 
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rather lonely intellect, and his sheer kindness will long remain 
with both our Societies Frances Wood died long before her 
time [Brownlee, Soper and Miss Newbold all are gone Long 
may their successors flourish, m this and all other branches of 
statistical work, and the Society of which they are Fellows grow 
from strength to strength ^ 

The compiling of th® history must have entailed much heavy 
labour, but it was well worth doing and has been (^uite admirably 
done We can only express a deep sense of gratitude to the 
authors for their self -sacrificing labour 

G Udny Yijlb 


Enterprise^ Purpose and Profit Essays on Industry By L H 
Macgbegob (Oxford Clarendon Press 1934 Pp x + 
200 85 6d ) 

The seven essays of which this book is composed deal with 
various aspects of industrial organisation and development But 
the book is not merely a collection of separate studies , for the 
essays are linked by an underlying unity of ideas, so that, for 
example, the discussion of the nature of the co-operative dividend 
in the last essay amplifies the general examination of the profit 


motive in the first 

Much of the book, especially the chapters dealing with Motive 
and Interest and with Pationalisation, has to do with economic 
pohtics The writings even of distinguished economists in this 
field are frequently marred by a strong bias in favour of, or against, 
planning, a bias which is generally a reflection of the disbelief, or 
the belief, of those writers in the virtues of economic liberalism 
The existence of a bias is perhaps inevitable, but the danger 
arises when economists present their conclusions in such a way as 
to suggest that these emerge naturally out of their economic 
analysis and are independent of social-philosophical arguments 
Further, the looseness with which such terms as laissez faire, 
private enterprise, profits, freedom of enterprise and planning, 
are used by those engaged in current controversies has long been 
a reproach to writers on these subjects, and compares very 
unfavourably with the precision with which the theorist tries to 
define his concepts Professor Macgregor’s essays are on a 
diflerent plane from that of most other books dealing w:^ i ese 
topics, because he is concerned not with pleading a case but wi^ 
seeking for truth within a particular sphere, and because he sub- 
jects each of the familiar concepts with which he deals to a critical 
exammation, strippmg it of its emotional content Thus, he 
No. 176— VOL XLIV 
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shows that the practice, common to many witers on economic 
politics, of speaking of profits with a shudder or a sneer, instead 
of as a category of income to which the present system gives a 
particular prominence, is obstructive to thought , for as long as 
society wishes to preserve some form of private capitalism, the 
existence of profits is pre-supposed Again, he suggests that 
when ciitics say that private enterprise has ‘‘ broken down,” 
they often confuse a condition that may have arisen through 
defects inherent in the system with a condition that may be due 
to influences that come from outside the system, such as war or 
official mtervention This distmction between the breaking 
down ” of a system and bemg forced ofi ” that system can be 
apphed, he shows, to such questions as workers’ control Because 
attempts to institute labour control have failed through the non- 
co-operation of the parties in mdustry — a non-co-operation due to 
historically created class antagonism — ^we are not ]ustified m 
saying that labour control has broken down ” on economic 
grounds This is a valuable idea, and should clarify discussion, 
although, of course, when we are deahng with such large questions 
as these, it is not always easy to determine what may be properly 
regarded as external ” influences in a situation, or what impacts 
on a particular evolutionary process are really independent of 
that process The questions of what industry is for,” and of 
whether it is possible or desirable to introduce into business the 
standards of conduct that exist in the professions are also dis- 
cussed with great msight The difierence of standards in these 
two spheres is largely determined by a difieience in the conditions 
m which busmess and professional men supply their respective 
services, and to claim a moral superiority for the professional 
man is to ignore this difierence 

The essay on the Sanctions of Rationalisation is timely, coming 
at a moment when Governments are so active in their efforts 
to change the existing forms of industrial organisation A pubhc 
authority may decide to rationahse compulsorily an industry 
for reasons of policy , admmistration or technique It is particularly 
difficult for a Government to justify its intervention on the last- 
named grounds Professor Macgregor suggests that for evidence 
it can appeal to industrial comparisons, to international com- 
parisons, and to the views of industrial leaders No doubt 
considerable weight has been given, and should be given, to 
this type of evidence But its value may easily be exaggerated 
Consider, for example, the evidence of mdustrial leaders In a 
complex mdustry it may well be that the industrial leaders, 
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drawn necessarily from the great firms, may favour compulsory 
rationalisation , while a number of small producers engaged in a 
difierent range of products and yet regarded as forming part of 
the mdustry, aie o^^posed to it. Their opposition may be well 
founded, smce it may possibly be due to the different technical 
conditions in which the primary and finishing blanches of a trade 
operate In such a case, in giving weight to the evidence of the 
leaders, the Government might well be meiely lendmg support to 
a particular section of the industry against the interests of the 
rest The root difficulty, of couise, lies in the determmation of 
V hat an industry actually consists of 

The thud essay is a statistical study of the trade cycle duiing 
the half-century before the War Professor Macgregor makes 
an effective reply to the sweeping criticisms that have recently 
been made of the statistical approach to the problem of industrial 
fluctuations, criticisms no doubt provoked by injudicious claims 
made on behalf of that method He constructs an index of 
enterprise based on the annual formations of new limited com- 
panies, and relates this index to the indices of employment and 
wholesale prices From this he reaches the conclusion that at 
times of change in the cycle the index of enterprise has priority 
over the others, a conclusion of impoitance both for theory and 
pohcy The fourth essay is also statistical and serves to demon- 
strate that m the pre-War period "" business risk was a declming 
burden and that the decline was considerable This conclusion 
IS at variance with the popular view that piivate enterprise has 
been suffering fiom a progressive deterioration, and it has a 
bearmg on the general discussion in the first essay of the contrast 
between breaking down ” and ‘‘ being forced off ’’ 

The last three essays, Some Aspects of Rationahsation, national- 
isation and the Coal Trade, and Profit and Mutual Trading, have 
already appeared in this Joubbab 

The book as a whole deals with some of the most difficult 
problems of economic policy, problems which req^uire for their 
solution (but seldom receive) as careful a definition of terms and 
as close reasoning as those in the spheie of pure theory, and Pro- 
fessor Macgregor has raised the discussion of these problems out 
of the confusion in which it usually takes place We have entered 
upon an era in which policy will count for much in economic 
life One of the important tasks of economists will be to 
‘‘ straighten out,” as he says, ideas in the field of economic 
politics In the fulfilment of this task Professor Macgregor’ s 
book wiU be of great assistance It not only brings us new know- 
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ledge, but it is also distinguished by the wisdom with which the 
discussion of great and living issues is informed 

Attention should be called to the misplacement of a preposition 
on p 20, 1 13, as it may momentarily confuse the reader, and to 
an obvious misprmt of on ” for or ” on p 14, 1 28 

G C Allen 

Un%vers%ty of Liverpool 


The Theory of Wages By Paul H Douglas (New York The 
Macmillan Company 1934 Pp xvm + 639 20^ ) 

The first but unpubhshed edition of this work won the Hart, 
Schaffner and Marx international prize of 1926 for a treatise on the 
theory of wages The manuscript was, however, returned to the 
author because the study was mcomplete m some parts and needed 
further development and testmg before publication With such 
zeal did he set about this task that the plan of the origmal treatise 
was drastically altered, and a substantial part of the origmal 
matter discarded in favour of the new results achieved after no 
less than seven years of contmuous revision Thus — to quote 
from the author’s preface — the book as a whole has come to be 
an attempt at an mductive study of both the productivity and 
supply curves of labour and capital ” Yet it lives up to its title 
quite reasonably well, while as an inductive study it certamly 
towers above most of the numerous and often equally volummous 
efforts which have lately appeared Whatever the reader may 
thmk of the value of the conclusions reached, he will agree that 
Professor Douglas has been explormg a most difficult piece of 
country, and that he shows the enterprise, zeal and ingenuity of 
the true pioneer At the same time, he brings back reports 
which do not exaggerate the extent to which he has been able to 
clear a path, and when he is beaten, he is not afraid to say so 
Would that the same could be said of all exponents of inductive 
methods f 

Professor Douglas starts by emphasising the mterdependence 
of wages mterest and rent m the general problem of distribution, 
and outhnes his objectives — ^namely, to measure the approximate 
effect upon production of each factor, to measure the variation 
m the supply of each factor resultmg from changes m its re- 
muneration, to take mto account the historical, psychological 
and mstitutional mfluences afEectmg the factors, and lastly to 
determme the correspondence between the actual course of wages 
and mterest and his theoretical expectations As a prehminary. 
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he then reviews the development of the theory of production, 
and in Chapter III he conducts an admirable exammation of the 
postulates of the margmal productivity theory, concludmg that 
it does describe a portion of reahty, and that the results are 
“ modified but not vitiated by the presence of other forces which 
are at work,” as well as those of which the theory exphcitly takes 
account He therefore accepts the theory as a proper and suitable 
basis for his mductive studies 

In Part II Professor Douglas therefore sets out to discover 
the productivity curves of labour and capital He first builds 
up an mdex of the growth m the volume of fixed capital m the 
United States from 1899 to 1922, and then a series represen tmg 
the growth of the labour supply for the growth of production 
he utihses the Day mdex By combmmg the three, he is able to 
calculate the relative ratios m which labour and capital were 
combmed, and the relative amount of labour and capital per unit 
of product thus m 1922 only 37 per cent as much labour was 
combmed with each unit of capital as m 1899, and m 1920 ^ only 
84 per cent as much labour was embodied m each unit of product 
as compared with 176 per cent as much capital But the mam 
task is to develop an equation of production showmg the quanti- 
tative mfluence of labour and capital upon production The 
accomphshment of this task is perhaps the most mterestmg part 
of the whole book, and certamly the most origmal of its contri- 
butions to knowledge An equation is obtamed which gives a 
correlation between the computed curve of production and the 
actual curve of no less than 0 97 Over the peiiod as a whole 
labour is found to “ contribute ” three quarters and capital a 
quarter of the total product, and then margmal productivities are 
calculated year by year the normal flexibihties of these curves, 
and hence the normal elasticities of demand for the two factors, 
are then deduced The findmgs may be summarised as follows 
an mcrease of 1 per cent m the quantity of labour causes the 
total product to be mcreased by 0 75 per cent and lowers the 
margmal productivity of labour by 0 25 per cent , while a 1 per 
cent mcrease of capital mcreases the product by 0 25 per 
cent and lowers its margmal productivity by 0 75 per cent 
The elasticities of demand are — 4 0 for labour, and — 1 33 for 
capital 

The previous paragraph is not mtended to be an adequate 
summary of Professor Douglas’ methods or results it is simply 
mtended to whet the curiosity of potential readers. This pro- 

^ The 1922 figures are ior some reason obviously abnormal 
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duction equation is next applied to the more comprehensive data 
available for Massachusetts and New South Wales the results 
are, of course, shghtly different in each case, but the broad con- 
clusions are the same Comparisons are then made between 
movements of real wages and of average value productivity, in 
order to test whether actual distribution conforms to theoretical 
expectations. The cumulative weight of evidence can hardly 
fail to impress the equation can scarcely be a mere chance 
relationship Professor Douglas pomts out that its terms need 
not, and probably will not, be the same for all periods and all 
coimtries, and in other ways he is careful to explam its hmitations. 
But one wonders whether even so the relationships can really be 
as simple as he beheves He himself has obviously been worried 
by the fact that quahtative changes m the nature of the labour 
and capital are apparently of no account m other words, that 
technical progress has apparently been left out of the picture 
On pp 209-215 he discusses this difficulty, and on the whole he 
seems to be satisfied, although he admits that further mvestigation 
is probably required While givmg due weight to the arguments 
advanced on these pages, this still seems to me a very serious 
weakness, and it suggests that there ought to be more terms in 
the equation, even if for certam countries at certam periods their 
effects cancel out There is also at least one other matter which 
seems to deserve more adequate treatment than it receives — 
namely, the assumption that production in general is characterised 
by constant returns This issue is discussed on pp 20—25, but 
the possibihty that the conclusion there reached may not be 
correct is not considered m relation to the subsequent inductive 
studies Many economists would doubtless agree with Professor 
Douglas, but at the least the case is not proven, and it seems a 
little rash, if not positively dangerous, to build inductive studies 
solely on an assumption of this character 

Takmg a broad view of this part of the book, however, there 
can be no doubt that Professor Douglas has hit a “ good hue ’’ 
for his pioneer path-makmg, and even if here and there it is a bit 
swampy, it may still prove possible to construct a solid highway, 
while if deviations of the route at these pomts should prove 
desirable, nothmg much will have been lost Let us now see how 
he fares with the correspondmg work of measurement on the 
supply side Part III starts with a rather long chapter entitled 
** The Theoretical Imphcations of Relative Elasticities of Supply,'’ 
which might he uncharitably described as exercises with supply 
curves were it not for some veiy suggestive incidental points 
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Chapters XI and XII concern the short-run supply curve of 
labour, the broad conclusion bemg that for the United States this 
IS negatively inclined with an elasticity between — 0 24 and 
— 0 33 These chapters are rather packed with figures, but the 
results are worth while, even if they are probably of a transitory 
character When he comes to the long-rim supply of labour. 
Professor Douglas has much to say on population theories past 
and present, and he then reviews a mass of population statistics 
in Older to test the classical doctrme that the long-run supply of 
labour is very elastic, concluding, as might be expected, that the 
opposite is nearer the truth to-day 

Commg to the supply curve of capital, Professor Douglas has 
no difficulty m reveahng the multiphcity of opposmg theories, 
and he remarks that the real solution will m all probability have 
to come fi:om mductive studies ” But it cannot be said his efforts 
get us much nearer a solution, as he himself recognises, addmg 
that until we do reach it “ one of the most fundamental forces in 
economic hfe wfil be implumbed ” — a, true statement if ever 
there was one t After a mere glance at the supply of natural 
resources. Part III is concluded Part IV contams a summary 
and some general conclusions 

If this review has been mainly descriptive rather than critical, 
it IS because I am anxious to bring out the very wide scope of this 
book. Comparatively few readers, perhaps, will struggle through 
its 502 pages of text, not to mention the 50 pages of statistical 
data which follow, but there are still fewer students of economics, 
various as their particular mterests may be, who will not find 
somethmg of a novel and stimulatmg character somewhere be- 
tween the two covers Probably everyone wiU also find matter 
for criticism, and there is httle difficulty m domg so But, as the 
author is at pams to pomt out, this book, despite its length, is 
only an mterim report on labours which are to be continued As 
such, it should earn for its author every encouragement to pro- 
ceed, for if mductive study can yield substantial results. Professor 
Douglas will make it do so 

J W P Howe 

Pembroke College, 

Cambridge. 
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Twenty Years of Federal Reserve PoUcy Ey S E Hareis, 
Ph D (Cambridge, Mass Harvard University Press. 
1933 2 vols Pp 1x1 + 365 $7 50 ) 

The Federal Reserve Board By W O Weyeohth (Baltimore 
The Johns Hopkins Press 1933 Pp x + 216 $2 25 ) 

The Federal Reserve Act^ %ts Or%g%n and Problems By J Law- 
BEiJircE Laughlih (New York The Macmillan Company. 
1933 Pp XU + 400 185 ) 

Db S E Habbis has produced a work that will he indis- 
pensable to all close students of the Eederal Beserve System 
He has sedulously explored the voluminous sources of information, 
including mimeographed letters and statements of the Federal 
Beserve Board He has apphed scholarly method to their treat- 
ment And he has compressed his findings into two large volumes, 
3 udicious and compendious His mind is well-balanced and fair, 
and his critical faculties keen The result cannot but be a work 
that demands serious attention. 

It is difficult, however, to regard this commentary — ^and prob- 
ably Dr Harris would not claim that it should be regarded — as 
a final judgment on Federal Beserve policy even before 1929 
Two quahties are lacking 

In the first place, the author does not have, or anyhow does 
not present, a clear and coherent theory of central banking In 
the absence of this, criticism loses much of its authority In 
his opemng sentence he says that the reserve system has notwith- 
standing difficulties functioned remarkably well He develops 
criticisms against certain tendencies and against its pohoy in 
certain phases Now, since there }s no background of fundamental 
principle regarding what a central bank, in the ciicumstances 
of the U S , can do or should do, or regarding the effects of its 
actions, criticism has to confine itself to pointmg out that action 
often failed to secure publicly announced or generally desired 
objectives But criticism of this kind is not defimtive Dr 
Harris might defend himself by pleading that there is no well- 
authenticated corpus of bankmg theory for him to rely on, that 
this whole field is strewn with the debris of controversy, and 
indeed that, while completely lacking a foundation of theory to 
build upon himself, some of his findings may provide future 
theorists with materials for their work. While Dr Harris cannot 
subscribe to the hopes and faith of recent monetary writers, it 
must not be supposed that he reverts to the dogmas of an older 
school, with their rules of the game ” or “ automatic working ’’ 
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On the contrary, his attitude is one of general scepticism This 
plea, if upheld, leads to the conclusion that Dr Harris has done 
all that IS now possible But it does not rebut the view that his 
commentary cannot be regarded as JSnal When banking theory 
has been reconstructed, the historian of the future, armed with 
sharper tools, may be able to re-write the history of these twenty 
years, giving different emphasis and summing up in a different 
way 

Secondly, exhaustive as Dr Harris’s researches have been, 
they have been strictly limited in scope He has explored bank- 
ing documents and banking statistics His criteria for the suc- 
cess of pohcy are drawn from results within the field of banking 
itself Yet the object of a central bank should be, and that of 
the Federal Deserve System explicitly has been, to provide certain 
conditions for industry and trade These receive the barest 
passing references Judgment on policy in the crucial years 
1927—1929, which Dr Harris examines in minute detail, must 
depend on the effect of that pohcy on general economic conditions, 
and can only be passed, when those conditions have been as 
carefully studied as Dr Harris has studied the inside of the bank- 
ing world Of the movement of prices, the rate of increase of 
production and efficiency, of the balance between the production 
of capital and consumable goods, of inflation and deflation of 
industrial profits we hear nothing Yet it is by reference to these 
that the final verdict must be given 

Dr Harris’s first volume is primarily concerned with the pro- 
nouncements of officials, as helping to interpret the pohcy of the 
system during twenty years, while the second contains a statis- 
tical investigation of the facts in the period from 1927 to 1933 
Dr Harris’s work on pronouncements is most careful and inform- 
ing , at times, however, one is inchned to suspect that he identifies 
the pronouncements of officials with what was in their minds too 
readily For instance, he shows how pohtical pressure led to 
disavowals about the effectiveness of rate pohcy for various 
purposes He shps too easily to the conclusion that the officials 
really thought it ineffective, and, worse, to the view that it really 
IS ineffective He is probably too pessimistic with regard to the 
feasibihty of a penalty rate What is reqmred is not that the 
central bank rate should be superior to all current rates of member 
bank lending, but there should be a substantial and squeezable 
block of loans, ultimately dependent on member bank credit, the 
rate on which is below the Federal Deserve rate He has an 
interesting section on Acceptance pohcy. He does not bring out 
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the point that the original oh]eot of the System in supporting the 
Acceptance market (like a gOTemment imposing an infant industry 
duty ») was that ultimately the market should stand on its own 
legs. Twenty years of Protection (as in other cases *) have not 
su£fi.ced If ever the market did stand on its own legs, the special 
Federal Reserve buying rate for acceptances could be abohshed, 
and the discount of acceptances below the Federal Reserve rate 
would constitute the block of lending required to make the 
Federal Reserve Discount Rate an ejBEective penalty rate Apart 
from this, however, it seems worth exploring other possible means 
of making the Discount Rate more e:ffective 

Dr Harris’s chapter on Open Market Operations is rather 
imsatisfactory Let it be granted that the inverse relation of the 
open market holdmg of securities to other earmng assets of the 
Federal Reserve Banks is not so close as used to be contended 
Let it be granted, as Dr Harris urgently argues, that there are 
other important factors a:ffectmg member bank balances, namely, 
gold and currency movements Let it be granted that the size 
of member bank balances is as important as the scale of their 
indebtedness in determimng credit conditions There may have 
been fallacies and illusions The great potency of the Open Market 
weapon remains Dr Harris’s attitude to the weapons of the 
Discount Rate and Open Market Operations illustrate his scepti- 
cism about hanking theory Some will feel that this scepticism 
IS a httle overdone 

The second volume contams a great deal of most interesting 
statistical analysis In particular he has done valuable work on 
the mter-district movement of funds, and on the relation of demand 
deposits to net demand deposits It is a pity that his reflections 
on the latter topic, which are somewhat dispersed, were not 
brought together into a smgle discussion, in which his conclusions 
would have been more clearly formulated At times he becomes 
so absorbed in the pursuit of these investigations, that the his- 
torical thread is lost His results, when they emerge, are, how- 
ever, always relevant 

It would be rash indeed to challenge Dr Harris on a major 
question of fact The matter, however, is of central importance 
He has a chapter on the disastrous reversal of pohcy ” in the 
period of September-December 1928 Can there really be said 
to have been a reversal ^ Contrary to his wont. Dr Hams does 
not give chapter and verse He rehes on two figures One is 
the mcrease m the Federal Reserve Banks’ holding of securities 
by 28 milhons But this figure is too small to be sigmficant 
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The other is an increase in their holding of acceptances by 293 
milhons Bnt what can be deduced from this ^ There was no 
reduction in the buying rate during the period The normal 
attitude of the Banks to the volume of acceptances is one of 
passivity In what sense did they change their pohcy^ The 
acceptances came in, as expected, m the normal course of autumn 
trade In the early part of the year the Banks had been screwing 
up the pressure Then they desisted from turmng the screw 
further Can more be said^ They did not release pressure 
Can this truly be called a reversal ^ 

Dr Harris views Federal Reserve policy after 1929 with some 
complacency That is consonant with a purely banking point 
of view Yet in the world outside there is the glarmg contrast 
between the apparent success of the system in providing sound 
conditions for trade and industry between 1921 and 1929 and 
their apparent failure thereafter It is sometimes urged that the 
seeds of trouble were sown by the pohcy before 1929 But there 
IS much to be said for the opposite view that, even having regard 
to the future, the Reserve Banks could not have done much 
better than they did before 1929, that only a different policy 
after October 1929 could have averted subsequent troubles. 
Dr Harris has done important prehminary work , but it is only 
a part of the work that will have to be done before that question 
can be decisively answered 

Professor Weyforth’s excellent book will appeal to a wider 
circle of readers It is written with admirable lucidity and direct- 
ness m a digmfied Enghsh style which has a mneteenth-century 
flavour It consists of a plea for vestmg control over the Discount 
Rate and Open Market Operations unequivocally m the Federal 
Reserve Board A clear sketch of the sahent relevant facts in 
the history of the inception and development of the System is 
followed by a well-reasoned statement of the case for centrahsed 
control in fundamental matters The present constitution is one 
of checks and balances But, where timehness of action is of the 
essence of the matter, this is inappropriate 

Professor Weyforth has illuminating discussions of the inter- 
national relations of the System, of the dif&culty of recrmtmg men 
of the highest cahbre to the Board, which would be overcome by 
an enhancement of its power and prestige, of Mr Warburg’s 
proposal, which he endorses, for banking representation on the 
Board, and of recent legislation On the last of these topics he 
notes the tendency to give wider powers to the Board, but claims 
that these are based on no logical theory of demarcation Endow- 
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mg it with, strong weapons for bringing direct pressure on members, 
which might well be left to the Reserve Banks, this legislation 
leaves almost untouched the division of authority on the vital 
question, essentially general and national in character, of the 
total volume of cre^t to be advanced by the System 

One paragraph in the narrative section suggests an inter- 
pretation of history which was perhaps not intended by Professor 
Weyforth He describes how in March of 1930, the old informal 
Open-Market Investment Committee, consisting of the governors 
of the Boston, New York, Philadelphia, Chicago and Cleveland 
Banks, was superseded, on the initiative of the Board, by the 
Open Market Policy Conference, consisting of one representative 
of each of the twelve banks Opinion within the System, as 
outside it, was oppressed by the events of the previous autumn, 
and was nervous about the constructive pohcy pursued in the 
past The new constitution would render quick aggressive action 
most unhkely in the near future, at that time of destmy when it 
was never more needed The change symbolised the triumph of 
conservatism and timidity 

A new work from the hand of that doyen of banking studies, 
Professor J Lawrence Laughhn, is always a matter of interest 
He provides a detailed account of the plans and negotiations 
leading up to the passage of the Federal Reserve Act, and, espe- 
cially, of the important work of education and propaganda, con- 
ducted by the National Citizens League, of which he was chairman 
of the executive committee He himself drew up a plan contaimng 
many of the important points which were ultimately embodied in 
the Act It IS good that his own account of these events should 
have been made pubhc 

The second section of this volume is concerned with recent 
developments and contains opimons on banking principles 
There is also a fierce attack on leading contemporary authorities , 
but it does not show a profound understanding of the bearing of 
their work ‘‘ The Enghsh writers of to-day,” he says, “ are 
imbued with a strong behef in the quantity theory of money 
(except T E Gregory) This attitude was an outcome of 

the theory known as the Currency principle in 1840 ” This 
section IS somewhat pontifical and does not give much serious food 
for reflection 

R F Harkod 

Christ Church, 

Oxford 
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Principles of Money and Credit By Boy L Garis (New York 
The Macmillan Company 1933 Pp 520 10^ ) 

The Economics of 8amng By J Harry Jones (London 
Beed&Co 1934 Pp 171 35 6c?) 

Exchange Control By Pade Einzig (London Macmillan 
& Co 1934 Pp IX + 195 75 6c? ) 

Quotas or Stable Money By E O G Shann (The Austrahan 
Book Coy 1933 Pp 97 35 6c?) 

Gold Reserves and the Monetary Standard By D S Edwards 
(P S King & Son 1933 Pp 148 5s) 

The Dollar, the Plane, and Inflation By Eleanor Lansing 
Belles (New York The Macmillan Company 1933 
Pp vn + 106 ^<5 ) 

Professor Garis has written a text-book which covers much 
more ground than is generally attempted in volumes with a 
similar purpose, and there are few aspects of the problems of 
money and credit which do not find some place in these closely 
packed five hundred pages The volume, however, is written 
mamly for American readers and the illustrations are drawn 
almost entirely from the experience of that country Part I 
deals with the nature and functions of money, the evolution of 
monetary forms, the controversies concermng monetary standards, 
the American monetary system, the efiects of changes m the value 
of money, and problems of monetary reform , while Part II deals 
with the nature and functions of credit, credit instruments, the 
foreign exchanges, the control of credit, and the legal aspects of 
credit as based upon the law of negotiable instruments In all, 
the survey is very comprehensive and useful There is, however, 
a tendency for the author to quote authoiities too freely in place 
of argument, and a number of the quotations, especially those 
taken from newspapers, are somewhat superfiuous 

The Economics of Saving, which is a reprint of a series of articles 
from The Building Societies^ Gazette together with a paper read 
before the International Congress of Building Societies, is an 
excellent example of popular economic exposition It does not 
claim to be more than this, but it shows that the avoidance of 
techmeal terms need not prevent the economist who really under- 
stands what he wants to say from expounding elementary but 
fundamental economic conceptions to a lay audience And this 
IS important, since the science of economics, unhke the science of 
chemistry, derives much of its sigmficance from its abihty to 
mould opinion In this httle volume, Professor Jones deals with 
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saving and capital, interest and saving, expenditure in relation to 
economy, the future of the rate of interest, he also touches 
incidentally on over-saving and under-savuig as suggested causes 
of the trade cycle The reader might perhaps be excused if he 
asked for more, and though the trade cycle does not form the main 
theme of the book, it would not have been unfortunate if Professor 
Jones had added an additional chapter developing his analysis 
of the trade cycle 

One criticism may be suggested Professor Jones is anxious 
to prove that the supply of capital is melastic I do not beheve 
that capital has a supply price, that the supply is elastic I do 
not beheve that a rise or faU m the rate of interest is followed, as 
effect follows cause, by a rise or fall m the supply of fresh savings 
or rate of accumulation of capital ” (p 16) In supporting this 
view he refers to the automatic savmg of those who are too rich 
to do anythmg else, and to those who save for a specific object, 
so that a fall m the rate of interest induces them to save more 
while a rise in the rate of mterest leads them to save less Pro- 
fessor Cannan has surely demohshed the idea that this latter case 
has any significance In the case of the first point, even if we 
assume the existence of such automatic savers, a change in the 
rate of interest will affect the total mcomes of such people and 
therefore their abihty to indulge in automatic saving A fall in 
the rate of interest, by reducmg their total incomes, will reduce 
the amount of surplus income which is left after the customary 
standard of life has been maintained It is true that the rate of 
interest depends upon the demand for capital and its supply, 
and that the amount of the annual addition to the stock of capital 
represents only a small proportion of the total stock A change in 
the amount of savmg may not have much effect upon the rate of 
interest, but it does not follow that a change m the rate of mter- 
est has httle effect upon the volume of new savmg There is a 
danger that the author may m this chapter encourage misleading 
ideas on the part of his readers. 

Dr Emzig is a prohfic writer, but this new volume is m some 
respects the best that he has yet written, and it fills a gap m 
contemporary hterature His exposition of the different types of 
exchange control is very lucid, even although economists generally 
may not accept all his conclusions Dr Emzig holds that the 
classical rule that a depreciated exchange resulting from an adverse 
trade position will automatically correct the adverse balance 
cannot usefully be apphed under present conditions In the case 
of Great Britain, “ owmg to import restrictions apphed by most 
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countries, and also to tlie greater degree of elasticity of the econo- 
mic system of several commercial rivals sterhng would 

have had to be allowed to depreciate to a very great extent before 
the desired equihbiium could be estabhshed — ^if, indeed, it could 
be estabhshed at all by such means An excessive depreciation 
of sterhng would have accentuated deflation, and would have 
aggravated the world crisis ” (pp 68—9) On the other hand, he 
recogmses that “ while many people would consider it desirable 
to ehmmate the danger of the depreciation of the few currencies 
which are still on an effective gold basis, it is questionable whether 
it would be wise to enable the countries concerned to have an 
unbalanced budget without running the risk of paymg the penalty 
for it, through a depreciation of their currencies ’’ (p 103) 

It is not obvious that “ whenever an exchange is maintamed 
at an artificial level with the aid of exchange restrictions, an 
unofficial market develops, the quotations of which represent the 
natural price of the currency concerned’’ (p 112) Apart from 
the special iisks connected with dealings in the unofficial market, 
the rate in that market is not necessaiily the same as it would be 
if all deahngs were entirely free Then, in his discussion of the 
economics of exchange clearmg devices, Dr Einzig aigues that 
these devices tend to reduce lestriotions on foreign trade, and also 
to increase the volume of foreign trade because imports and 
exports between the two countries tend to be balanced m an up- 
ward direction ’’ (P 14:2) If one of the two countries has an 
export surplus, that country will either export less in future or 
will import more fiom the other, and this latter alternative, 
according to the author, is the one which is likely to be adopted 
Under present conditions, however, any excuse for imposing new 
import restrictions is quickly taken advantage of , if it were not so, 
there would be even less 3 ustification for such artificial devices 
Piofessor Shann’s httle volume consists of three essays 
embodying his reflections on the Ottawa Conference of 1932 and 
the World Economic Conference of 1933, at both of which he was 
a member of the Austrahan delegation The essays are written 
for popular consumption and contain a trenchant but well- 
deserved exposure of the confusion of ideas and the pohtical 
ineptitude which prevailed at these two Conferences The choice, 
as the author sees the present position, is one between tightemng 
still further the impediments to world trade and a restoration of 
tolerable stabihty in the purchasing power of money His counter- 
blast makes healthy reading, and one could wish for him a larger 
pubhc, more especially among the now popular restrictiomsts 
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Mr Edwards favours the idea of a return to gold standard 
conditions, but in a more managed form than hitherto Among 
other things, he criticises the Heports of the Gold Delegation of 
the Emancial Committee of the League of Nations for their 
failure to consider adequately the actual facts of gold supphes 
and demands ’’ (p 55) The Fmal Report proposed to patch up 
the gold standard system so as to meet the possibihty of a dechne 
in new gold production, yet “ an ostrich-like obstinacy towards 
the facts of gold supphes and their probable utihsation over the 
next hundred years stamps their counsel ” (P Even the 

Note of Dissent signed by three members of the Delegation does 
not investigate the problem fully The author then proceeds 
with his proposals for the appointment of a Currency Board which 
would determine at two-monthly intervals the fiduciary issue of 
the Bank of England for the ensumg two months, the Bank being 
required to expand its discounts at an agreed rate in such a way 
as to give full effect to the conclusions of the Board Mr Edwards 
leaves nothing to the imagination The Board is to have offices 
at the Bank free of charge, the salaries and retiring allowances of 
its members are given in detail, and the personnel of the Board 
is fully estabhshed, together with the voting powers of each 
member Some members are to have one and a half votes ^ 
The Board would have two panels, representing United Kingdom 
and Overseas Commonwealth members respectively, the former 
panel including individuals nominated by the Council of the 
Royal Economic Society, the Council of the Royal Statistical 
Society, the London School of Economics, and the Faculty of 
Economics at Cambridge Certain members would also be 
nominated by representatives of a group of banks which includes 
all the '' big six ” banks in England and — of other banks — the 
Royal Bank of Scotland, though no special reason is advanced 
for thus favourmg this last institution 

Miss Dulles writes in a straightforward way on the perils of 
inflation as illustrated in particular by the post-war experience of 
France, and with an eye on the monetary experiments of the 
United States No justification is to be found for a pohcy of 
dehberate currency depreciation The narrative is simply told 
and IS unencumbered with comphcated technicalities But the 
tale IS mainly a French one and there is no particular discussion 
of the problem in the Umted States, though this might have been 
expected from the title of the book 


D T Jack 
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The Search for Confidence in 1932 Issued by the Unclaimed 
Wealth Utilisation Committee under the chairmanship of 
Mr A H Abbati, with an introduction by Sib Basil 
Blackett (P S Kmg 1933 Pp 1 x 4 - 1^9 65 net ) 

Economic Readjustment in 1933 Issued by the same Committee 
(P S Kmg 1934 Pp xni + 102 65 net) 

Some six years ago, in a book called The Final Buyer, Mr 
A H Abbati gave an analysis of the relation between savings and 
mvestment which was in many respects in advance of anythmg 
else of its kmd at that tune existing m the Enghsh language 
Since then much development has taken place m the theory of 
money and the trade cycle, and the mterest of The Final Buyer 
IS now mamly historical Since then, too, Mr Abbati seems for 
his part to have forsaken further theoretical work for propaganda 
But the Bulletins reprmted m these two volumes are permeated 
by a level of instruction and mtelhgence quite foreign to the 
bulk of popular journalism They are mamly a record and com- 
mentary on current events of economic importance, with occasional 
shght theoretical digressions In the events of 1930-31 their 
author saw the need for a vigorous campaign to combat deflation 
He strives accordmgly for public works, ‘‘moratoria” for tax- 
payers, freer trade, the settlement of international indebtedness, 
and many other thmgs desirable m deep depression The 
Bulletins are sometimes picturesque but never dull, and so far 
Mr Abbati deserves every support Whether he would always 
be worth supportmg is more doubtful, for there is no sign that 
his theoretical outlook has advanced smce The Final Buyer He 
IS a good enough guide to deflation, but one doubts whether he 
is sufficiently sensitive to the dangers of inflation Especially 
one cannot help suspectmg that he under-rates the importance 
of studymg the functions of the rate of mterest If Mr Abbati 
wishes to remam a reliable guide when thmgs get better, he 
should read Wicksell and Mises 

Harold Barger 

University College, 

London 

Unbalanced Budgets By H. Dalton, Brinley Thomas, J N 
Reedman, T J Hughes and W J Leaning (George 
Routledge and Sons, Ltd 1934 Pp xi + 468 15s ) 

The influence of mdustrial fluctuations upon budgetary 
problems has long been recognised, but it is clear that certain 
No 176 VOL XLIV zz 
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post-war tendencies towards the development or extension of 
unemployment insurance and relief, and the undertaking of 
programmes of public works have greatly increased the difficulty 
of balancing budgets in periods of trade depression. This group 
of investigations is not, however, solely concerned with the 
obvious fact that fallmg revenues together with expenditures, 
which were partly fixed and partly increased as a result of the slump, 
involved deficits in the national accounts Mr Brinley Thomas, 
for example, in a study of Germany which covers a large part of 
the whole volume, deals with banlimg reform and exchange 
control , and Mr Hughes m an account of Italy has a short but 
interesting section illustrating the vast extent to which State 
control of industry and investment has developed under the 
Fascist regime 

What attempts have governments made to stem the current of 
fluctuations by pursuing appropriate financial policies in boom 
and depression The answer provided by these studies seems 
to be that financial policies have almost invaiiably tended to 
exaggerate fluctuations Expenditures weie increased and tax- 
ation reduced in the boom years prior to 1930, while since then 
exactly the opposite course has been followed 

Deflationary pohcies have been pursued in many cases with 
extraordmary severity, prices, rents, interest, salaries and wages 
being all sharply reduced But, as Mi Bi mley Thomas points 
out, a uniform cut in the level of costs, prices and incomes 
could not restore equilibrium On the contrary, it led to a further 
shrinkage and a secondary deflation ’’ Some countries, however, 
attempted half-heartedly to reverse their deflationary measures , 
thus, as Mr Beedman shows, Czecho -Slovakia pursued a con- 
tradictory policy which combined cuts in pay and expenditure 
with a small programme of public works Sweden appears to be 
the only country in which a vigorous public works policy has been 
adopted (In view of the fact that Sweden has also been attempt- 
ing to stabilise the puce level, we may look forward with interest 
to the results of Mr Brinley Thomas’s further investigations into 
Swedish economic and financial policy) In Finland, howevei, 
where 'Hhe total capital actually invested by the State between 
1922 and 1927 was greater than the total outstanding amount of 
the pubhc debt in the latter year,” the depression has simply led 
to a reduction m capital investments In an entirely different 
category is Italy, where extensive public improvements have been 
carried out since the war and where programmes in recent years 
are not drawn up primarily with a view to dealing with the un- 
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employment problem , but rather in order to mcrease national 
development and productivity ” 

In his Conclusions Dr Dalton calls attention to the flagrant 
departures from the much -advertised prmciple of equality of 
sacrifice He also points to the breaches which the depression 
has made in the system of contract on which the capitalist 
organisation of society is built up The question whether this 
will lead to the Planned Economy which he hopes for, or to a 
policy of control and restriction masqueradmg as planning, 
lemains to be decided 

E L Hargreaves 

Ottel College^ 

Oxford 

The French Inte't national Accounts, 1880-1913 By Harry D 
White (Oxford University Press , London Humphrey 
Milford 1933 Pp xvii + 362 205 net ) 

This study of the Erench trade balance during the period 
1880-1913 was planned primarily as a contribution to the induc- 
tive examination of the theory of international trade, particularly 
as regards the mechamsm of adjustment under gold standard 
conditions Its main appeal is, therefore, to the economist and 
the statistician , but it contains a good deal that is hkely to be of 
interest also to the economic historian 

In attempting to estimate year by year the value to be assigned 
to the various items entering into the Erench trade balance, the 
author has had no enviable task Imports and exports, though 
supposed to be valued respectively c i f and fob, are beheved 
to be undervalued — to the extent of probably 3 per cent in the 
case of imports and 5-15 per cent in the case of exports There 
are other serious defects in the of&cial statistics, such as the 
undervaluation of the parcels post These, however, are minor 
difliculties in comparison with the problem of estimating the 
invisible ” items, the most important of which, are income from 
foreign investments, tourists’ expenditure and earmngs of Erench 
shipping The author, realising the poverty of his material and 
the conjectural nature of some of his estimates, issues a warmng 
that the probable error in many of the estimates and statistical 
series is greater than would be found in studies of England, 
Canada, the Umted States, or for a later period in Erance , and 
that the conclusions, therefore, are to be accepted with greater 
caution 

The period was one in which the outflow of capital was large 

z z 2 
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and almost continuous, though suh3ect to wide fluctuations In 
the aggregate the amount of new investment about equalled the 
income received, but this, of course, did not hold of particular 
years In most years there was a considerable diflerence 

The author finds that capital movements are correlated with 
merchandise movements, ^ e with the diflerence between com- 
modity imports and exports, to a degree high enough to suggest 
that the ad3ustment of diseqmhbria occurred through movements 
of merchandise rather than through movements in the invisible 
items He examines the possible means through which capital 
exports can influence or be influenced by merchandise movements, 
and attempts to evaluate the potency of the various means in the 
case of France Movements m exchange lates between France 
and other gold standard countries he considers to have been of 
neghgible importance in checking or stimulating merchandise 
movements Exchange movements between France and countries 
not on the gold standard may have been important especially in 
their effect upon French imports, which were derived to the extent 
of one-quarter from such countries Funds lent abroad were not 
to any great extent spent upon the purchase of French goods, and 
attempts to Imk up loans with exports were defimtely a negligible 
factor in French merchandise movements 

Orthodox, or, as the author calls it, neo-classical^ theory holds 
broadly that an unsettled balance of payments reflects itself in 
the rate of exchange, and, when (under gold standard conditions) 
this moves more than a certain distance from parity, shipments of 
gold result This tends to produce a tightemng of discount rates 
and contraction of credit m the gold-losing country, and an 
easing of discount rates and expansion of credit in the gold-gaining 
country , and this in turn brings about a read3ustment of relative 
price levels in the two countries and a rectification of merchandise 
movements From an exammation of price movements and 
physical volume of imports and exports the author flnd R a relation- 
ship m accordance with the orthodox sequence Helative 
increases in the price of imports were accompamed by declines 
in the physical quantities, and relative decreases in price by 
increases in physical quantities , and the changes continued until 
in a large number of cases there was a rough approximation 
between the changes in the values of the merchandise balances 
and the capital exports An analysis of French banking and 
monetary movements, however, failed to reveal such a connecting 
link as was required to explain the ad3ustment on the hues of the 
orthodox theory No correlation could be found between gold 
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moTements and capital exports, while the discount rate of the 
Bank of France was almost totally unresponsive to gold move- 
ments, which exerted very little influence on the volume of credit 
or on the note circulation This might lead one to consider 
whether the orthodox theory was not fulfilled in a manner modified 
only by the pecuharities of the French financial system For 
example, the fact that obstacles were hable to be imposed upon 
the free export of gold from France suggests the possibility that 
gold shipments on French account may have been made through 
London The msensitiveness of the Bank of France discount 
rate suggests also that a larger part of the work of adjustment 
may have been thrown upon other countiies The author, how- 
ever, does not go into these aspects of the question He concludes 
rather that the adjustment of disequihbria in the French balance 
of payments cannot be explained on the lines of the oithodox 
theory alone He is disposed to doubt whether in general there is 
any justification for assuming that the specie-fiow-price mechamsm 
is the sole or even the dommant means of adjustment, though he 
recogmses that it is “ doubtless one of the forces ” The rapidity 
with which adjustments take place may, he thinks, be explained by 
regarding changes in demand schedules induced by movements of 
capital and unaccompamed by price changes as an important 
instrument of adjustment Demand schedules in the lending 
country move to the left and demand schedules in the borrowing 
country to the right, and this at once influences imports and 
exports In response to the objection that without price changes 
there is no visible mechamsm to bring about equality between 
capital exports and merchandise movements, he points to the 
growing practice of keeping foreign balances in the lending 
countries, and claims that an mcrease of foreign balances is 
regarded by banks in borrowmg countries as equivalent to an 
increase of cash holdings and may thus bring about an expansion 
of deposits in their domestic banking system in excess of the 
quantity of increased reserves 

This supposed mechamsm of adjustment which the author 
seeks to describe seems, nevertheless, to be too unsubstantial to 
bring about results as immediate and defimte as those which he is 
inclined to attribute to it 

In conclusion, it may be mentioned that the author gives some 
consideration to the economic eflects of capital exports with 
special reference to French investments during the period with 
which he is concerned He puts the blame for the unwisdom which 
characterised a large part of the investments made mainly upon 
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the banks and the corrupt financial press The close relation 
between finance and French political aims during the period, a 
point which has recently been developed by Feis (Europe the 
World's Banker, 1870-1914), might also have been stressed 

C K Hobson 


The Planmng of Agriculture By Viscount Astor and Dr 
K A H Murray (Oxford Univ Press, 1933 Pp xvi + 
186 6s) 

In 1932 Viscount Astor and Dr Muiray published a book 
entitled Land and Life, the thesis of which was a ciiticism of the 
Government’s wheat and sugar-beet policy, and an appeal for a 
revision of official ideas on British Agriculture m the light of its 
modern organisation and problems Since this book was pub- 
lished an increasing measure of authoritative and responsible 
support has been given to the hve-stock pohcy therein advocated 
The Planning of Agriculture is a sequel to Land and Life It is 
critical rather than constructive, but throughout its ten chapters 
a carefully considered argument is developed, which should be of 
great service m dispelling the fog which frequently envelopes 
discussions on this subject Decidedly it is one of the better 
books for those who are interested in the future of British farming 
In his Foreword, Sir Arthur Salter emphasises the dangers which 
the lack of a stable policy entails In this country the official 
attitude towards agriculture tends to alternate between periods 
of neglect or inaction and periods of hasty and inadequately 
considered activity We are now in one of the second of these 
periods It is one of great danger There is a very seiious 

risk — above all to British agriculture — ^m meeting temporary 
troubles by permanent measures ” 

If the present critical state of agriculture and the disastrous 
low level of prices are due to a general maladjustment of supply 
and demand, should the cure be a restriction of supply or an 
increase in purchasmg power ^ Does output restriction neces- 
sarily raise the mcomes of the agricultural community Is 
marketing reorganisation a sufficient remedy for low jirices ^ Is 
control of market supply sufficient to control price, or must one 
proceed further and control production as well ^ Can the farmers 
of this country control the total supply of any one commodity 
Is control of agricultural production in this country possible or 
wise Are the forms of orgamsation for control in industry 
applicable to farming If the organisation and combination of 
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producers is possible, how far can this be used for forcing up 
prices ^ How large a part for any success depends on State 
action, and how far can the State go in protecting the farmer ^ 
These are a few of the questions which must be examined before 
any settled agricultural pohcy can he estabhshed, and these, 
and other points, form the subject-matter of this book 

Interest in the fate of British agriculture centres for the 
moment round the schemes set m motion under the Marketmg 
Acts It appears that the State proposes to leave control very 
much in the hands of producers themselves, but the authors show 
that the difficulty of controlhng production alone sets a limit to 
the possibilities of price control Fluctuations in the value of 
money, and most of the other demand factors, are also beyond the 
control of farmers, whether individually or orgamsed But even 
if price control offers such hmited possibilities there are other 
reasons for, and methods of, reorganisation open to farmers and 
the State On the individual farm great changes in orgamsation 
have occurred m the past, and are occurring at the present time 
more rapidly than many people believe Not only is the ^ ' balance 

of enterprises ” bemg rapidly altered, but production costs are 
bemg reduced, and quahty is bemg given evei more consideration 
There is scope for further development along such lines Distri- 
bution, both wholesale and retail, also appears to offer opportum- 
ties for greater efficiency by co-operation and other methods, while 
producers’ orgamsations, controUmg processing and manufactur- 
ing, could do much to alleviate the effect of market surpluses 
Organised producers can achieve orderly marketing — the regulat- 
ing and adjustment of shipments to suit market conditions, etc — 
while the extension of the method of sale on contract, embodying 
price agreement, would ehmmate some of the risks of price 
fluctuations 

The State also has a part to play in the reorganisation of 
farming, and three t57pes of pohcy are distinguished, viz (1) a 
pohcy of temporary rehef to tide over a temporary crisis, (2) a 
pohcy of mamtaimng British agricultuie at an artificial level, and 
(3) a pohcy of reorganisation and reconstruction on purely 
economic hnes In the opimon of the authors British farming 
must sooner or later face up to the third of these, and the con- 
siderations involved in workmg for such an objective are discussed 

B McG Cabslaw 

School of Agriculture, 

Cambridge 
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Agriculture and the Trade Cycle, with special reference to the Period 
1926-31 By John H Kibe:, BA, B Com (London 
P S Kmg 1934 Pp xm + 272 125 ) 

Books on tlie trade cycle are numerous, but it is always 
possible for a careful mvestigator to make new generahsations and 
new explanations The value of these depends m each case upon 
the author’s examination of statistics and his knowledge of 
economic theory By these tests the present work stands well, 
though it is m no sense a final treatment of the subject, as the 
author himself is aware The book falls into two parts , the first 
devoted to a study of the effects of cychcal fluctuations of trade 
on agriculture, and the second to the responsibihty of agriculture 
for trade cycles He has attacked these very comphcated 
subjects by marshalhng agricultural [information and statistics 
and the results obtamed by authors who have exammed particular 
phases of agricultural fluctuation, and interpretmg them m the 
light of economic theory 

Although the author finds that in the study of agricultural 
fluctuations it is impossible completely to disentangle cause and 
effect, he proceeds with confidence to examine the effects of 
defined causes The first part treats successively of the condi- 
tions, economic and chmatic, affecting the supply of agricultural 
products , certam aspects of the demand for farm produce , the 
effects of various methods and mcidents of marketmg, including 
producers’ co-operation, and of speculation , agricultural crises 
due to slumps of prices , and problems of over-production, the 
last bemg a very mteresting chapter The general conclusion is 
that agricultural production responds freely to the industrial 
fluctuation of the trade cycle, though it is itself, in varying 
degrees at different times, the cause of mdustrial fluctuations 

The second part of the book begms with a discussion of some 
leading theories of the causes of the trade cycle The author 
announces that he will begm with a consideration of the lespect- 
able theories, and work up to the meteorological theories ” The 
theories are grouped in four classes, beginnmg with the self- 
generative {eg Mx Hawtrey’s) and ending with those which 
attribute trade fluctuations wholly to mdependent external causes, 
such as weather cycles Examples of each class are exammed’ 
The causes of fluctuations m agricultural activity next claim 
attention , but this is a rather disappointing chapter, incomplete 
and not too weU arranged It is regrettable that, m discussing 
the mfluence of weather on harvests, the author did not avail 
himself of recent authorities on agriculture 
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The last chapter, on The Cycle of the Production Period/’ is 
the most origmal The fluctuation of agricultural output occurs 
in a cycle averagmg from three to four years, well marked m the 
Umted States Movements of prices and production are held to 
he due to appropriate preceding movements of the other, and 
excessive production due to high prices, followed by hquidation 
of stocks, taken together, cover this period Variations of the 
weather from year to year often reinforce this result. 

There are many useful observations m the book The elas- 
ticities of demand and supply of agricultural products are low, and 
the elasticity of supply is negative m certam circumstances 
The discussions of cychcal movements m distributive costs and of 
distributive monopohes, and the diagrams which show how 
monopoly obstructs the expansion of consumption, are of great 
interest Less satisfactory is the last chapter on the causes of 
the short cycle of about three years and of the long cycle, which 
the author finds to be usually 6|- or 9 J years, but averagmg eight 
years hlr Kirk, hke many writers on the trade cycle, sees much 
that IS tiue, but not the whole truth, which is immensely more 
comphcated than is generally supposed His realistic treatment, 
well illustrated with statistics and diagrams, should help towards 
dispelling the illusions of those who regard currency and credit 
operations as primary causes of mdustrial fluctuations 

H S Jevoks 

Le Probleme Mondiale du BU By Paul be Hevesy (Pans 
Librairie Pehx Alcan 1934 Pp 293 ) 

IisT this book a Hungarian diplomat of wide experience proposes 
a solution to the problem of rehevmg the acute distress of the 
milhons of wheat-growers throughout the world, and particularly 
in the great exporting countries overseas and m the Danubian 
Basin Their trouble, due primarily to the very low wheat prices 
that have persisted now for several years, M de Hevesy attributes 
to over-production resulting from the expansion of overseas 
production aided by new techmque, while European production 
has been rising towards its pre-war figure both in the large import- 
ing countries behind high tarifl walls and in the exporting countries 
of Central Europe While wheat is only one of many agricultural 
products whose prices are low relative to other things, M de 
Hevesy thinks it is a special case calhng for and amenable to special 
action He argues that an increase in wheat prices will aid other 
agricultural products but that most such products will have to 
wait on general recovery, since they have elastic demands But the 
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wheat position can be greatly improved even before a return of 
general prosperity due largely to the inelastic demand — ^which 
has caused such trouble heretofore 

To bring about this improvement by the way of raising 
wheat prices, M de Hevesy proposes the settingup of ‘^L’Entente 
Internationale du B16,’’ which would have a monopoly of the 
international trade m wheat Nearly all nations would he 
represented in this Entente and would have a voice in its pohcy 
Importing and exporting nations would have to agree to trade 
only through this agency, and to do so would have to organise 
national monopolies m the import and export trade of wheat and 
wheat dour The writer goes on to suggest — though it is not so 
essential for his plan— that at least the exporting countries should 
set up monopolies of the internal trade as well which could be 
used to persuade the producers to regulate their acreage in ac- 
cordance with national pohcy, by means of paying higher prices 
to those who conform to the Government suggestion ’’ Bights 
to receive this higher price would be transferable, which would 
aid in adjustment of production to the most suitable land It is 
also proposed that the countries should attempt to prevent the 
accumulation of surpluses by recommending acreage changes so 
that production will likely be just sufficient to cover domestic 
requirements (which can be fairly well estimated for wheat), 
plus the export quotas allocated by the Entente on the basis of 
import requirements for the coming year and the distribution of 
exports during past years The present stocks of wheat which 
have been so effective in holding down prices would be bought ujd 
by the various Government agencies and held as '' stocks d’assur- 
ance ” against emergencies and to even out fluctuations, and will 
be necessary when it is attempted to regulate acreage to expected 
demand 

The fixation of prices would, of course, be the most difficult 
problem and every country would have to determine its own 
internal pohcy The Entente would set international prices, 
preferably some time ahead, to assist producers’ calculations 
M de Hevesy goes to great pains to show that the Entente would 
not hkely set prices too high, and m the scheme of voting he 
suggests importers have the majority Indeed his argument 
^gbt prove too convincing, and the exporters would attempt, 
perhaps, to set up their own monopoly He tries to show that 
importing nations would not set prices too low because that 
would damage the purchasing power of the exporters, who are the 
customers and often debtors of the importers He also says that 
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the importers will realise that higher wheat prices will aid general 
recovery and he desirable on this account 

However, this argument, which is all too common with those 
pleading the agrarian cause, is at least weak if not fallacious 
The increase of certain prices serves only to transfer and not 
create purchasing power At best it may give more money to 
those more likely to spend it, but this may not be so for a rise in 
wheat prices where much of the proceeds may go to liquidate 
debts In any case this point is most essential to M de Hevesy’s 
argument and he passes too lapidly over it 

The small fall in the price of bread in the last few years is used 
to argue that a considerable rise m wheat prices and farmers’ 
incomes could be obtained without much increase in the cost of 
bread While we are given some inteiestmg facts on this we are 
left wishing for many more The book is quite optmustic in 
regard to the amount of restriction necessaiy to secure a con- 
siderable rise in price and would appear to neglect, in estimating 
the over -supply in the last few years, the rather elastic outlets 
at very low prices which, though small in comparison to total 
demand, are larger than the increments in stocks have been 

The latter part of the book deals with the situation in various 
countries and their probable attitudes to the Entente He notes 
particularly the change of American policy towards export quotas 
since the conference of 1931 and considers that Russia would be 
friendly, and in any case not dangerous, to this effort at capitalist 
stabilisation While most of the book was written before the 
Agreement of August 1933, this is dealt with at some length 
He considers that it is a good sign and may lead to closer control, 
but it IS much too loose in its present form and is simply a formal 
admission of the facts Unless some attempt is made to deal 
with stocks and to devise more effective means of limitmg pro- 
duction, prices are apt to sag despite export quotas — even, we 
may add, if they were respected 

However, the progress of this existing agreement gives one 
hope that perhaps it may develop into an effective control such 
as M de Hevesy envisages Many countries have already 
developed programmes that look 3ust as ambitious without being 
as thorough and essentially simple Of course the scheme will be 
condemned as bureaucratic and impracticable by the gram and 
flour trades, whose interests it would undoubtedly damage 

While one may be somewhat disappointed that M de Hevesy 
did not include more analysis of the problem rather than repeat 
some of what he said about his solution, the book is interesting 
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and the case clearly presented Its usefulness is much enhanced 
by numerous appendices Undoubtedly the book has been written 
with a humane desire to help those millions of sweating peasants 
and farmers whose suferings have been so great in recent years 

It B Bbyoe 

St John's College, 

Cambridge 

Becontree and Dagenham By Tebence Young (London 
Sidders & Son, Ltd 1934 Pp 420 IO 5 Qd) 

Dagenham is famihar to most people as an important centre 
for the mass production of motors , it is less generally known that 
it claims also to be the site of a remarkable experiment in housing, 
bold in conception and vast in scale The idea of initiating a 
survey of the progress and results of this experiment was happily 
conceived by those who direct the affairs of the National Council 
of Social Service, and the survey was competently carried out by 
Mr, Terence Young, who lived on the spot for two years collecting 
material for the purpose with the help of funds provided by the 
Pilgrim Trust All who are mteiested in the practice or principles 
of mumcipal housing should profit by the advice of Mr Baldwin, 
who in a characteristically sensible and stimulating preface com- 
mends the book as one to be studied 

Although the title is Becontree and Dagenham, there are 
not — or there were not meant to be — two distinct housing estates 
The original intention of the London County Council was to 
create a new township, complete m itself and under single control, 
but building began in separate locahties, with the result that two 
parts close together in the north became known as Becontree and 
a third took its name fiom the neighbouring village of Dagenham. 
As it now stands the estate cuts across the boundaries of no less 
than three local authorities : at a rough estimate, 10 per cent 
of the population reside in the mumcipal borough of Ilford, 30 
in the borough of Barking, and 60 m the urban district of Dagen- 
ham Successful umfication, hindered by this division of authority 
and other factors, has never been reahsed 

The purpose of the scheme was not to solve the housing 
problem directly by moving families out of the heart of the 
slums into open country It was rather to relieve overcrowding 
indirectly by providing houses outside London for working-class 
people with a reasonably steady income who could afford to pay 
rents comparable with those of controlled ” houses This, it 
was hoped, would prepare the way for clearing certain London 
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slums by setting other accommodation free in their neighbour- 
hood 

The resulting population is remarkable for its youth At 
the 1931 census it numbered 96,376, of whom over 42,000 were 
children , also, more than half the total inhabitants were under 
18 and three-quarters were under 36 years of age The average 
size of family was high, 4 78 persons as compared with 3 46 in 
the County of London Of the males, one in every four was 
engaged in transport and communication, e gr as bus drivers, con- 
ductors, etc , one in ten in building and the associated industries , 
others in various manufactures , with an ajipreciable number of 
clerks and shop assistants, but a very small proportion of pro- 
fessional and higher grade workers It should be noted, however, 
that the census was taken before the settlement of Ford^s motor 
works in Dagenham But this would hardly afect the con- 
clusion that the estate is mainly peopled by young artisan families 
in which the men earn a wage somewhere between the limits of 
£2 and £5 a week when in work Time alone will test the wisdom 
of the segregation of large numbers of households so similar m 
type it IS viewed with misgiving by some experienced observers 
The programme of the London County Council was to build, 
with the aid of the 1919 State subsidy, 29,000 houses in five years, 
and the greater part of these were to form the Becontree estate 
But the pace of development was affected by changes in housing 
legislation and the restriction of grants due to the post-war 
depression Though the first houses were ready for habitation 
by the end of 1921, the last were not completed until the early 
part of this year Actually, therefore, it took thirteen years to 
complete the programme that was originally contemplated 

Even as it was the increase in the population — ^which in one 
year (1928-29) was not far short of 20,000 — sometimes outran the 
resources of the orgamsation and social services required to cope 
with it We read that hundreds of new people were coming to 
a strange place every week, many of whom needed advice and 
help and most of whom needed some spare-time activity and 
interest Those responsible for the institutions which had com- 
menced earher on were already fully engaged and those responsible 
for the later ones were overwhelmed before they had time to plan 
out the most useful orgamsations and services Orgamsations 
experienced rapid changes of officers, partly due to the rapid 
mfiux of new members and partly due to the removals from the 
district and were consequently often badly run ” 

We can readily imagine the conditions which might have 
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resulted had the families flocking into the new area been of the 
type which is bred in the slums , but for the most pait they were 
self-reliant, adaptable and trustworthy, and in course of time they 
dug themselves into their strange quarters with remarkable 
assiduity and success They could hardly be described as sheep 
without a shepherd , their vision, however, was in general limited 
to their own immediate needs They lacked the qualities which 
make for social leadership, or perhaps it would be fairer to say that 
their previous experience had not encouraged the cultivation of 
such qualities It is true that an array of working-men’s clubs, 
tenants’ associations, co-operative guilds, sports orgamsations 
and horticultural societies were set up by local enthusiasts, some- 
times with help from outside at the inaugural meetings, but, 
rightly or wrongly, one gets the impression that a great deal of 
the planmng, and not a little of the directing and motive power, 
for the more important orgamsations were supplied by external 
agencies, although the keen support of the tenants themselves 
has been indispensable for the smooth and continuous runmng of 
the machmery 

As in a less advanced age of general culture the people were 
accustomed to turn for guidance to the clergyman and the school- 
master, so in this large area, where the resources of civilisation 
had to be hustled into existence, it is encouraging to learn of the 
whole-hearted and unwearied efforts made by Church mimsters 
and school teachers to promote the well-being of the parishioners 
and children under their charge Many of them appear to have 
put their time and their buildings at the free disposal of those who 
needed them for some good purpose whenever it was possible to do 
so Heference is made to a vicar who oflered his Church Hall to 
the Ilford Council as a school-room because accommodation was 
lacking and the children weie runmng wild The offer was grate- 
fully accepted and the same vicar a little later refused help to 
erect a permanent church, preferring instead to devote his re- 
sources to the bmlding of a large Parochial Hall which would 
provide school accommodation for many more children 

The example just quoted is one of a vital service which occa- 
sionally suffered, not because of any failure on the part of those 
concerned to do all they could to meet the emergency, but because 
the authority that undertook the building of houses was not 
directly concerned with the provision of other social needs This 
IS the main lesson to be learnt from, the survey it is essential that 
there should be strict co-ordination between the several authorities 
responsible for all communal services — ^for health and transport, 
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education and amenities in addition to tke obvious reqmrements 
of water, light and sewage disposal — ^when such a large-scale 
transference of famihes is contemplated 

This raises a wider question With so little joint planning it 
IS perhaps a matter for surprise that we muddle through ” as 
well as we do The reviewer has long held the opimon that the 
time has come for considering the possibility of carrying out 
periodical surveys of the whole country, upon a regional basis, 
to assess the needs — ^not in housing merely — of each area and to 
ascertain how far these needs are being met by the available 
private and public, voluntary and official, services Meanwhile 
it IS left to chance authorities, and sometimes to self-constituted 
groups possessing the will and the means, to imtiate more or less 
successful inquiries quite independently of each other The 
present survey is defimtely in the successful class It contains 
much interesting matter both for and against proposals to 
continue planting colomes of small houses in an alien soil But, 
generally speaking, the potential value of all such studies would 
be vastly increased if an expert body could be set up to direct 
investigation, preferably in consultation with Government 
Departments, into the most useful channels, to encourage the 
adoption of sinnlar standards and defimtions so that the results 
from dijSerent areas might be comparable, and to see that the 
information thus acquired is followed up by practical action 
wherever possible 

D Cabadog Jones 

The University of Liverpool 

Work and Wealth in a Modem Port An Economic Survey of 
Southampton By P Fobd (George AUen and Unwm 
Pp 217 105 Qd) 

Dr Eobd’s book is an important ofishoot of the Southampton 
Civic Survey, first planned m 1927-8, which mcluded a study of 
21,000 famihes,^ a random sample household mquiry, and a vast 
amount of additional statistical work, all carried out between 1928 
and 1932 It was m many ways unfortunate that a tremendous 
trade depression occurred m the middle of the mquiry , but the 
author persevered with his task, and is to be congratulated upon 
the results obtamed 

Among the factors which have attracted mdustries to South- 
ampton are geographical position, favourable tides, and relatively 
low wages , but the town is still more of a gate ’’ than a work- 

^ Southampton’s population in 1931 was 176,000 
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shop Unlike ports such as Liverpool or Newcastle, it has no 
densely populated, highly mdustriahsed areas in its immediate 
bmterland, Greater London, with its growmg factory districts, 
IS nearly eighty miles away by road or rail Dr Dord’s study 
emphasises the high degree to which the prosperity of Southamp- 
ton’s population depends upon the seasonal and casual trades of 
seafarmg, shiphuildmg and repairing, and dock work Ports like 
Hull, Bristol and Cardiff have many more strmgs to them bows 
At Southampton men and women alike are concentrated m a 
very narrow range of employments.” 

In dock work Dr Ford finds that the average weekly wage of 
the 1,500 tally holders, mcluding both preference ” and non- 
preference ” men, m a typical pre-depression year (1927) was 
£2 135 7d , but the range of variation was between averages of 
£3 l 5 6d. and £2 85 . 7d The correspondmg averages for 
preference men only are £3 Qs 2d , £3 I 65 and £3 45 3d The 
eammgs of the non-preference or shed caE ” men, upon whom 
the mcidence of unemployment falls most heavily, are much 
lower, and are considerably supplemented from the unemploy- 
ment msurance fund by virtue of the “ contmmty rule,” designed 
to ensure that persons such as dock workers shall not be deprived 
of benefits merely because, by the nature of the mdustry and 
methods of engagement, days of xmemployment become scattered 
uregularly between days of employment A smaU sample of 
nine cases of shed caE men, taken m 1928, gives average wages 
for the year, £78 95 3d , average days of benefit, 151 , average 
amount of unemployment pay drawn (a) if smgle, £21 7s , (h) if 
married, with two children, £37 135 4d Thus on the evidence 
of this smaE sample the total annual mcome of an unmarried man 
was m the region of £100, while the married man with two chddren 
received approximately £116 per annum m both cases part of 
the total (nearly one-half m the case of the married man) is dis- 
tributed accordmg to needs ” 

More than half of Dr Ford’s book is devoted to a careful statis- 
tical mq^uiry mto the facts and conseq^uences of l/xclc of work and 
wealth (mcludmg an exceEent chapter on housmg) A pomt of 
great difficulty m trymg to deal reahstioaEy with the extent and 
mcidence of poverty is that there are m many famihes wage- 
earners other than the family head, and one cannot assume that 
aE the faimly mcome and expenses are pooled, or that aE are 
not pooled For example, ‘‘close mvestigation reveals a great 
variety of arrangements between chEdren and parents, for some 
make an aEowance [to the family mcome], but provide their own 
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clothing, while others make an allowance out of which the mother 
provides all or some part of the clothing Ko one has found a 
means of discovermg the full truth of these matters ’’ (p 136) 
Supplementary earners may help to raise a poor family above, 
or thrust it below, the poverty hne some of them may be, on 
balance, net habilities mstead of net assets , others, havmg been 
net assets, may suddenly depart to get married or woik elsewhere 
Dr Ford’s prmcipal conclusions regardmg poverty m South- 
ampton are (a) m 1931, 21 per cent of the families m a random 
sample of workmg-class households were below a defined poverty 
hne, (6) m 34 per cent of the workmg-class famihes with de- 
pendent children the family head had msufficient mcome to 
mamtam his wife and children of school age at this poverty hne, 
without help from supplementary earners , (c) -unemplojrment is 
the chief cause of poverty, (d) death, lUness, advanced age, or 
absence of the natural family head, or the large number of the 
dependent members of the family are also important causes of 
poverty, (e) 47 per cent of the families were receivmg social 
service mcome m one form or another e , unemployment or 
K H I ‘‘ benefit,” old-age, widows’ and war pensions, pubhc 
assistance, and school mamtenance grants), and 25 per cent of 
them received more than half of their mcome from this source 

Throughout the book one is impressed by the author’s attempts 
to measure his phenomena and to attam precision wherever the 
material will allow It is a welcome addition to the growmg 
number of similar local economic studies, especially as Dr Ford 
IS at great pams to make his results comparable 

Alfred Plummer 

Bushin College, 

Oxford 

The Shipping World, Afloat and Ashore Edited by J A Todd 
(London Pitman 1934 Pp xm + 308 Is %d) 

This book contams a series of chapters written by speciahsts 
on particular aspects of the problem of shipping The first 
section deals with ships and their construction, the second with 
operation of shipping, the third with traffic, the fourth with 
orgamsation and the last with ports The individual chapters, 
as is usual m such compilations, vary greatly in quahty Several 
suffer from an over-elaboration of somewhat unimportant detail, 
combmed m certain cases with a rather superficial treatment of 
the more important pomts 

To the economist the most interesting chapteis will probably 
No 176 ^VOL XLIV 3 A 
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be those by Mr A B Hughes, of T and J Brocklebank, Ltd , 
on Trade Boutes, and by Mr J H Batty of Pollexfen & Co , 
Ltd , on the Shipbroker The former discusses subjects as varied 
and interesting as the rival merits of tramp and hner, the deferred 
rebate system, and the Shipping Conference, none unfortunately 
in quite the detail one would have hked The latter deals with 
the types and conditions of charters, and of the problems which 
arise £com them Curiously it is no one’s task to discuss the 
diificulties arising from surplus tonnage 


The Rationalisation Movement in German Industry By B A 
Bbady (Umversity of Cahforma Press Pp 466 225 6d ) 

This is a scholarly contribution to the problems of orgamsation, 
which combines great research into the economic changes of 
recent years with an endeavour to interpret the social changes to 
which they are related This background of interpretation, in 
which much room is given to the human and cultural factors, 
distmguishes Mr Brady’s book from those studies of Bationahsa- 
tion which regard it as an economic techmque The author 
seeks to outhne a future for industry, for which the achievements 
of Bationahsation provide only a preparatory basis, and in which 
far larger and more far-sighted planmng will create the cultural 
conditions of a controlled economy These depend mainly, as 
I understand him, on the stabihsing of economic life by much 
greater efforts than the State has yet made anywhere He holds 
that the results of what is called the Bationahsation movement in 
Germany have been disappointing, and that the heyday of its 
techmcal achievement is almost past The purpose and outlook 
have been too limited, the evolution of capitalist economy is 
not to be the last word of the process , political philosophy must 
supply the final criterion of the value, and the final decisions on 
the range, of the associative movement in industry 

The Second Part of this scheme is, nevertheless, a most valuable 
storehouse of facts, up to the present date, for the post-war history 
of particular industries in Germany Mr Brady traces fully and 
carefully the pressures which were bearing on German production — 
taxes, costs, reparations, and the loss of markets — and shows how 
the meamng of Bationahsation has changed from a period of 
Batiomng, vii^ a period of cleamng up ” {Sanierung) , into a period 
of more positive and futuristic reorgamsation. But a yet further 
meamng for the formula is to be found in its broader social 
imphcations 
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His account of particular industries illustrates lus general 
conclusions Little has so far been done for stability, in some 
ways, the position has been made worse The movement is 
directed to too particularist ends But a basis is being prepared 
for something better No return to laissez faire is now possible , 
group interests are being increased in importance, we must go 
on, and cannot go back The danger of a “ mass culture — • 
such as results from the urhamsing tendency of Hationahsation — 
can be avoided by greater attention to human factors and varia- 
tions and powers of decentrahsation of responsibility 

There is a valuable Appendix giving, in addition to industrial 
and other statistics, a full account of the structure and functions 
of the more important German cential nationalisation bodies 

D H Macgbegob 

All Souls College, 

Oxford 


Planning the Modern State By F A Bland, M A , LL B 
(Sydney Angus and Bobertson 1934 Pp xi + 230 
45 Qd) 

It is fashionable to advocate national and even international 
planmng, though few who do so reahse the vast changes this 
involves, especially in the economic sphere Mr Bland does not 
deal with economic planmng except m pubhc utihties Perhaps 
this IS because, as a lecturer in the Umversity of Sydney, his 
subject IS Pubhc Administration , but, at any rate, it is important 
to reahse that eflective change of the economic hfe of a people 
presupposes a leplanmng of the pohtical and admmistrative 
system The present book comprises a course of extension 
lectures dehvered in Sydney m 1933, explaimng recent trends of 
opimon on problems of government It is a popular treatise on 
pohtical science and the theory of admimstration, taking account 
of recent movements Whether it be called Fascism or not, a 
new despotism is arising in democratic countries through the 
inabihty of parhaments to cope with rapid change This requires 
a reconstruction of the whole representative frame-work The 
chapters which will interest economists most are those on the 
Changmg Content of Government, the Government as Entre- 
preneur, and on Local Government The book is written with 
special reference to Austrahan institutions, with frequent 
illustration from English and American experiences and proposals 

H S Jevons 
3 a2 



THE ECONOMIC JOtJBN-AE 


716 


[dec 


The New Unemployment Act By B C Davison. (London 
Longmans, Green & Co , Ltd 1934 Pp 32 %d ) 

A XTSBFUL little pamphlet which gives in small space the mam 
features of the new Act The first introductory chapter deals 
with the insurance benefits and gives m detail the rates of con- 
tribution and of benefit, and the conditions in which benefit will 
in future be drawn The second chapter deals with the scheme 
of unemployment assistance for those outside the insurance 
benefits It describes the methods of assessment of need and 
the deductions for the various sources of income of the unem- 
ployed family, and gives some account of the administrative 
orgamsation of this part of the scheme The last chapter dis- 
cusses the opportunities for trammg afforded by government 
trammg and mstructional centres and by various camps and 
courses A final note gives the public expenditure on unemploy- 
ment for the year 1933-4 


Elements of a National Mineral Policy (New York The Mineral 

Inquiry of the American Institute of Mimng and Metal- 
lurgical Engmeers, 29 West 39th Street 1933 Pp 162 
$1 25 ) 

This book is the outcome of a conference organised by the 
Mmeral Inquiry, a group studymg minerals in their public rela- 
tions It contams some twenty chapters, each by a different 
member of the group Some of these are exceedingly brief and 
several are concerned rather with general issues than with the 
specific problems of the mmeral mdustries The best thing m 
the book is a chapter by Mr Skelton on Competition or Control 
m the Base Metal Industry 


The Iron and Steel Industry of Germany, France^ Belgium, Luxem- 
bourg and the Saar By F Bbnham (London The 
London and Cambridge Economic Service, The London 
School of Economics, Houghton Street, Aldwych, W C 2 
1934 Pp 61 55 ) 

This is one of the Special Memoranda of the London and 
Cambridge Economic Service, which for financial reasons it has 
not proved possible to distribute gratis to members of the Boyal 
Economic Society It brmgs together a considerable body of 
information regarding the iron and steel mdustries of these 
countries, which is nowhere else so conveniently accessible. 
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An introductory section examines the general problem m 
terms of the nature of the product, the markets, and the com- 
parative costs m the difEerent countries, and considers briefly the 
eJKects of cartels and of depression The succeedmg sections 
analyse m greater detail the output, raw material supplies, labour 
costs, technical equipment, and home and export markets of 
each country in turn 


The Rouse of M%tsm A Record of Three Centuries Past 
History and Present Enterprises (Tokyo, Mitsui Gomel 
Kaisha 1933 Pp 74 ) 

This fascmatmg little book traces the history of the great 
commercial house of Mitsui from its first begmnmgs to its present 
dominance over the modern industiial Japan, with its cotton 
and rayon mills, its steel and engineering works, its mmes and 
shipping lines, its banking, insurance and trust companies 

The patriarch of the firm was Mitsui Hachirobei, who m 1673 
came from the provmces to Kyoto to establish a store His 
great innovation was summed up m the trade mark of his firm 
Cash Payments and Single Price ” (to all customers) The 
firm quickly reaped the large profits of the consequent turn-over, 
and Hachirobei was able to branch out mto banking and other 
activities He introduced a system of drafts which at the same 
time enabled himself and his fellow merchants to transmit funds 
to Osaka, and the Government of the day to make its payments 
m the provinces 

When Hachirobei died m 1694 the firm was already strongly 
established Two centuries later, when Japan began to build 
the new world of commerce and industry, the House of Mitsui 
was the corner stone of the edifice From that moment we see 
it steadily growmg We begm with Hachirobei himself in Yedo, 
his bankmg office a house typical of the Japan of the period 
By the eighteen-seventies the first modern Mitsui buildmg, though 
still Japanese in character, bears mdications of the influence of 
Scott and Waterhouse By 1933 the firm is established in a fine 
Neo-Classical building From here it directs a sixth of the world’s 
silk production, a fifth of Japan’s cotton exports, as well as 
countless other activities But the tradition of the family 
has not been forgotten, and the firm has led the way in Japan 
in relief and welfare work, and in social and charitable enterprises 
of all kinds 



NOTES AND MEMORANDA 
Thomas Robert Malthus oh 29 December, 1834 
Daniel and Kobebt Malthtjs A Dialogue 
This supposed conversation may bring home to the benevolent 
reader the conversation which actually took place between 
father and son at Albury in the county of Surrey in 1797 

It IS 3ust a hundred years since the son died, at Bath, on 29th 
December, 1834 In the Preface of his first pubhshed writing, 
the anonymous Essay on the Princijple of PojpulaUon, we read 
“ The following essay owes its origin to a conversation with a 
friend on the subject of Mr Godwin’s Essay on avarice and 
profusion, in his Enquirer [1797] ” The date of this Preface of 
Malthus IS June 7th, 1798 In Otter’s Memoir (m the second or 
posthumous edition of Malthus’s Political Economy, 1836) the 
Bishop says he had it from Robert Malthus himseK that the 
friend ” was his own father, Daniel Malthus (pp xxxviii, xxxix) 
The conversation ” between Robert and Daniel Malthus 
may have been on this wise — 

D Too bad a day, Bob, for either ridmg or walking Stay 
indoors with me a little, I want your opmion on Godwin’s Enquirer 
Nobody could agree with Godwin in everything, but an old 
reformer like me can agree with much of it, perhaps more than 
you can brmg yourself to do after reading what he says of the 
clergy 

R Yes, Sir, if all in Orders were really as he describes them 
m his essay on Trades and Professions,^ you would hardly have 
consented to my Orders, would you ^ 

D Your profession fares worse m his hands than under my 
friend Erend, who kept after all chiefly to generahties ^ 

R Godwin says in his Preface that, unlike the Political 
Justice, the Enquirer consists of detached essays, "'each intended 
in a considerable degree to stand by itself ” (Preface, vu) Very 
good, I detach this one on Trades and Professions (Part II, v) 
D I am not surprised, for his language about the clergy 
transgresses even the bounds of your tutor, Gilbert Wakefield, and 
his were wider than Trend’s ^ But you must find this a dehcate 

1 Enqmrer, 1797, p 228 2 Feace and Order, 1793, Isted, pp 35-42 

Wakefield, L'ife, 1792 , e gr pp 148, 193 
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subject Take instead the essay on Eeggars, Part Two, Essay 
Three , — or, no, take the essay before it, Number Two, on Avarice 
and Profusion, a fit text for all times, on the two rival frailties of 
our upper classes, matching mendicity and robbery in the lower 
M Which passage of Number Two shall I take, Sir *2 
D Just take a passage at random, you dons would say ad 
aperturam You are the younger man Read it to me Like 
your Master, Dr Beadon, I can follow you perfectly well, when 
you for your part read with care and I for my part hsten closely 
with both ears 

Jd Well, Sir, I take page 169 “ Inequahty bemg to a certain 

extent unavoidable He goes on to say that the mequahties 
should be kept down within as narrow hmits as possible,’’ and 
then asks whether the conduct of the avaricious man” or the 
conduct of the man of profusion ” is the better with that 
purpose in view 

D I remember, for I have gone over the book myself m a 
cursory manner G-odwin decides in favour of the avaricious 
man But try another passage That one does not appeal very 
strongly to me, for I hope I am neither a miser nor a spendthrift 
B Very well, Sir, I pass to page 174 It happened then, 
as it must always happen, that the lower orders of the commumty 
could not be entirely starved out of the world ” It was to the 
interest of the higher orders that the others should be kept ahve , 
and he thinks that a bare hvmg can always be secured at small 
expense of labour and time, the commodities essential to sub- 
sistence demanding from us only a slender portion of industry ” 
If these only were produced, the species of man would be con- 
tinued If the labour necessarily required to produce them were 
equitably divided among the poor ” or (as he adds) better still 
amongst all, each man’s labour would be hght and his portion 
of leisure would be ample ” He could have time to improve his 
mind or give himself harmless luxuries 

D You are curtailing and paraphrasing now, but I forgive 
you He is often prohx and tedious 

B He goes on at the foot of page 175 It was perhaps 
necessary that a period of monopoly and oppression should 
subsist before a period of cultivated equahty could subsist ” 
But surely after the savage state has ceased and men have set 
out in the glorious career of discovery and mvention, monopoly 
and oppression cannot be necessary to prevent them from returmng 
to a state of barbarism ” 

D Now you are coming to his best passage 
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R I knew you would thiiik that, Sir , I do not q[uite agree 
But here is the passage Thus much is certam, that a state of 
cultivated equahty is that state which, in speculation and theory, 
appears most consonant to the nature of man and most con- 
ducive to the extensive diffusion of felicity ” (p 176) 

D Surely that appeals to both of us I at least have always 
looked forward to the time when all men should be happy and 
well fed and well educated Like Godwin, I have read my 
Bousseau to some purpose 

R The sentence, Sir, expresses what we all desire , but you 
notice that he mentions certain conditions of fulfilment I have 
been wondermg whether they could ever be fulfilled by all men 
everywhere without a revolution m human nature I should 
hke to see any signs of such a revolution , it would mean a com- 
plete conquest of instmct and passion by reason In how many 
men do we see that now ^ 

D To what conditions ’’ are you referring ^ 

R He says all must work, but adds that, if content with 
mere necessaries and the poorest kind of life, they need only 
work of they knew it a short part of the day instead of the hve- 
long day as at present ” (p 175) TeU me, is it always and every- 
where so very easy to get food as he supposes ^ Would not the 
easmess or the trouble of gettmg it depend on the soil ^ It would 
make a difference too whether many or few were trying to hve 
on the same soil, many all together or only a few by themselves 
D You mean that a small body of cultivators might on a 
given area find enough to keep hfe m them but a larger number 
could not 

R Yes, there might be enough for an able-bodied man or a 
small group of able-bodied men, but not enough, unless they put 
more work into it, if they had dependants, say women and 
children It seems to me, as I wrote in the '' Crisis,” that there 
IS no means of happiness so attractive to the ordinary man as a 
Home , yet as long as humamty remains what it has been from the 
days of Adam, this cannot be secured by human beings without 
causing an increase m their numbers and a harder labour all round 
D Double, double toil and trouble ” How on earth does 
this bear on the ultimate perfection of the race of man ^ 

R In this way, that where there are men and women there 
wfil be multiphcation resulting from their union, and the result will 
be an moreased toil to procure supphes What happens to normal 
animals wiU happen to normal human beings 

D What IS it that happens to the normal ammals 
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B What prevents them from covering all the earth ^ 
Answer this and yon answer yonr own question 

D I answer, they cannot all find food and they die off, 
or else they kill each other Whole broods are gone from the 
earth, in one of these ways or the other The very plants show 
the same phenomenon, as I have observed in my botanismg 
again and again 

B Just so , and I should like to know what prevents all 
men from covering the earth or even from being tightly packed 
on one island hke ours *2 

D My dear Bob, as the first born of the creatures, man has 
m him the hght of Beason, not only Passions and Instincts 

B Please go on. What does reason lead him to do in this 
case ^ Is it never deflected by the passions and instincts ^ 

D Be it you yourself to give the answer, from your very 
clever criticism of Paley in your “ Crisis ’’ Says Paley The pre- 
sence of a large population is a proof of present happmess No, 
say you, a growing population does that at the time of its growing, 
but an actually present large population may be only the sign of a 
happmess that is past That stuck to me and gave me an even 
higher opimon of you than I had before 

B Yes, Sir, in that past ’’ there might have been food enough, 
and, other things bemg equal, there would have been Paley’s 
‘‘ happiness ” till the growth of his large population was an 
accomphshed fact But then — ^what then^ — Give me time to 
draw out my thoughts on paper for you They are not yet quite 
clear in my own head ^ 

jD My dear Bob, you rouse my curiosity What are those 
ideas you have not yet cleared up in your own head — ^the unknown 
factors in the situation you describe ^ 

B The subject. Sir, as you very well know, is not a new one , 
authors have written on Population, and even noticed that it 
might create a bar to umversal happiness But nobody seems 
to have tried to show in detail by what instruments or agencies 
the growing numbers and their necessary food are made to 
correspond We know they must correspond, or the numbers in 
excess of the food would not go on existing Most men cannot 
'' live on air, promise-crammed ” like Hamlet Even the 
Ascetics seldom claim the power to turn stones into bread But 
they need the bread 

1 “ The Author at jQrst sat down with an intention of merely stat mg his thoughts 
to his friend, upon paper, in a clearer manner than he thought he could do in 
conversation But as the subject opened upon him some ideas occurred,” etc 
Pref to Pirst Essay, p i 
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D You mean — ^what brings the numbers to the level of the 
food^ Some might escape starvation by celibacy I can’t see 
how a whole people could be expected to remain unmarried for 
whatever purpose There have been ascetics, rare exceptions, 
who professed to be happy unmarried, and that too without 
feehng any mvmoible temptation to evil-doing Fancy a whole 
multitude of people stemming the growth of their own numbers 
by an act of will, pure reason, without any evil-doing ’ 

Jt I agree they will not, and I think it proves that there 
will always be a flood of numbers advancing against your Perfect 
State In the matter of mstmct and passion, humanity, to my 
mind, is not perfectible, and never will be 

D Perfectibility versus Population ^ Keconcile the two for 
me and you will be my Great Apollo 

E I make no promises, Su It is a hard problem 
D Think it over, not once or twice By all means write it down 
for me your solution, or else your argument that there can be none 
E You are overrating my powers Bemember what happened 
to my ‘‘ Crisis ” 

D You will do better this time. Bob You seem at home in 
such subjects I don’t wonder that they are more to your mind, 
though they are not much more to mine, than the ms and outs 
of Government, ^^what the Pitt intends and what the Fox” 
So pray go on 

E I am q^uite willing to try, Sir, I am really anxious to 
know on which side the truth lies 

D Good boy I look forward with great expectations to 
your Essay on Population The manuscript shall be printed this 
time, by hook or by crook, Debrett and his like notwithstanding 
Take your own time , but do not let your modesty make it a long 
time This crisis ” afects the whole world of men, not the one 
nation of England like your Crisis ” 

E Crisis ” indeed In the words of your Shakespeare, '' I 
have forgot that name and that name’s woe,” having a bigger 
thing to think of in my Essay on Population Shall we give it 
that name ^ 

Z> Yes, but connect it with the Future Improvement of 
Society Titles ought not to make books differ from books with 
the Public, any more than men from men in Society, yet we 
know they matter in both, as the world goes now We must bow 
to custom without much respecting it in either case 
E You shall be obeyed, Sir, to the letter ’ 


James Boistah 
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The Problem of Management and the Size of Firms 

A Bejply 

1 In the June issue of the Economic Journal Mr E A G 
Bobmson has criticised the behef in the efficiency of laige-scale 
production put foiward in my Logic of Industrial Organisation 
His case rests on the difficulty of co-ordinatmg a laige organ- 
isation, and he is right in singling out this factor This reply is, 
accordingly, -written in the hope that we may arrive at a 
substantial measure of agreement 

Before agreement can be reached, however, we must stop 
arguing at cross-purposes At present we are not using words 
in the same sense, and I must begin by repeating the distinctions 
made at the outset in my Logic, which Mr Robinson has to some 
extent ignored I used the phrase large-scale p? oduction to refer 
to the large-scale production of any one commodity (oi service), 
the phrase large-scale orgamsation to refer to large-scale films 
or plants, and the phrase large-scale operation to refer to large- 
scale production of any one commodity (or service) within one 
firm or plant These words may be lU-chosen and confusing, but 
I would beg economists somehow or other to get the different 
classes of fact referred to separated out in their minds, for such 
separation is essential to a reahstic grasp of industrial organ- 
isation Since single letteis rather than whole words are now in 
fashion — and certainly help to stress the fact that something m 
particular is being talked about — suggest P for the scale of 
production of any one commodity, O for the scale organisation, 
and OP for their combination in the scale of production of any 
one commodity within any one orgamsation 

Now the behef I put forward was not a belief in the efficiency 
of large oigamsations (0) for their own sakes, but, to repeat the 
very passage quoted by Mr Robinson, a belief in the efficiency 
of large-scale production, especially when conducted in large- 
scale firms and plants ” It is a belief, in short, in the efficiency 
of a large P or OP 

The arguments with which I supported this behef were based 
on the economy of bulk transactions, of massed reserves, and of 
exactly balancing the output of a multitude of indivisible special- 
ists and specialised equipments These economies are in general 
less easy to attain where in any given size of orgamsation there is 
variety either of materials, products, processes, or services (^ e 
converging, diverging, vertical or diagonal integration) 

Admittedly where large-scale production of any one com- 



724 


THE ECONOMIC JOXJBNAL 


[DEO, 


modity or service (P) is possible, large-scale operation (OP) is 
likely to imply large-scale organisation (O ) , but we must beware 
of thinking only in terms of plants to the exclusion of firms or 
combmations of firms When, for instance, Mi Kobmson expects 
fifims to locate themselves in such a way that transport costs 
were at a nunimum,” I presume he is thinking of plants Now 
my behef is not necessarily restricted to the efficiency of large- 
scale production within a single plant, but extends to the efficiency 
of large-scale production withm a firm, mcluding under firm 
industrial combmations The O in OF refers to a factual 
admimstrative umt of orgamsation, not a localised set of buildings 
or a legal conception of the limits of a firm 

2 Usmg this box of somewhat sharper-edged tools, Mr 
Robinson and I can approach nearer to an agreement On the 
one hand, I admit, by defimtion, that some orgamsations may be 
at maximum possible efficiency though relatively small, because 
the total aggregate production of the commodity is small A 
firm making all the Shredded Wheat or Mars Bars that are 
demanded can only enlarge by making something else besides, 
and this would not be increasing its scale of operation (OP), 
and therefore in my view not necessarily increasing its efficiency 
On the other hand, since Mr Robinson has pointed out that the 
extent to which co-ordination will be necessary will depend on 
the number and type of decisions to be made and on the know- 
ledge necessary to make them, he will agree that co-ordination 
becomes easier when, with any given size of orgamsation, fewer 
k i n ds of co m modities are produced There is no longer rec^uired 
the troublesome co-ordination between departments producing 
different articles with different techmq[ues for different markets 
or with different materials The head manager has no longer 
got to know something about so many branches and ramifications 
of the busmess or to make so many decisions per umt of pro- 
duction We should, in short, both agree as to the advantages 
of dismtegration 

If Mr Robinson and I can make our theory agree to this 
extent, we can probably also agree as to the statistics necessary 
to check up on theory The figures of size of firms quoted in 
Mr Robmson’s article from the 1930 Census of Production are 
not necessarily “ in conflict with theory as represented by Professor 
Plorence s logical orgamsation,” as Mr Robmson supposed, for 
the reason that these figures deal primarily with scale of organ- 
isation (O), not scales of operation (OP), and, moreover, while 
mdecisive as to whether the orgamsation concerned is the plant 
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or the firm, certainly do not give the size of comhmations The 
statistics my theory actually require are the number of men 
engaged in any one branch of production (not a whole industry 
that includes many branches) who are employed in each unit of 
admimstraUve coni'} ol (not 3ust a techmcal plant or legal firm) 
The census of any one year will in any case not he very significant , 
but by comparing censuses of different years that stick to the same 
classification of branches of production, a general trend in sizes of 
operation might be estabhshed, which could be mterpreted as a 
trend towards greater efS.cienoy 

The figures at present available in censuses of production are 
at least twice removed from my theory They might show size of 
plants or firms decreasing when m fact plants and firms were 
being combmed , and they might show sizes decreasing because 
within the categories of industries that were used for tabulation, 
speciahsation of organisation was talong place Thus withm 
the category of the clothing industry, orgamsations (plants, 
firms or combmes) might be gradually speciahsmg on various 
sorts of garments (overalls, mackintoshes, corsets, undergarments, 
milhnery, artificial flowers, swim-suits, or men and women’s 
apparel respectively), and thus reducing their scale of organ- 
isation (0) , but yet their scale of operation on any one of these 
hnes (OP) would be mcreasmg, m accordance with my theory of 
efficiency In their censuses of production some countries, 
notably Austria, France, Italy and the Umted States, trace the 
size specifically of plants , others, notably Germany, tiace the 
size specifically of firms ^ With the exception of rather half- 
hearted attempts m the Umted States, no country has tried to 
measure changes in size of comhmations, though there has, of 
course, been plenty of talk about their growth A great improve- 
ment in the British Census has taken place, but yet more detailed 
analysis of sorts of industry and sorts of orgamsation is certainly 
required 

3 My interpretation of the discrepancy between theoretically 
optimum size and actual size by no means excludes what Mr 
Robinson calls the Biological and the Imperfect Competition (and 
transport and commumcation cost) Solutions But it is with the 
view attributed to me in particular that the small firm exists 
mamly owing to avoidable incompetence ” that Mr Robinson 
]oins the main issue 

1 For a useful review of results m some twenty countries and then official 
definition of the sort of organisation they are measuring, see IntemaUonal Labour 
Review, June 1933. 
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Certainly there is some incompetence As well as incom- 
petence in the accepted sense of ma7hag%ng a g%ve>n set of transac- 
tions inefficiently, there is incompetence in not controlling 
changes in the sorts of transactions engaged in Thus a manager 
may fail to inciease his scale of operation (OP) because he favours 
integration, and insists on mcreasmg his scale of organisation (O) 
by producing a lot of commodities each on a small scale {pjp) 
But mere incompetence and lack of capacity is not in my view 
the chief factor in illogical orgamsation 

I stressed in my Logic of Industrial Organisation the lack of 
incentive and the lack of efl[ective selection of managers A 
chapter was devoted to the analysis of types of entrepreneuis 
and administrators, in which I suggested that many English 
business men, who may be perfectly competent, did not desire 
to extend their operations, being quite content to enjoy a given 
salary or profit per year They were not out to maximise incomes 
but, as reasonable persons, to maximise then* own happiness, 
which would include leisure and power to enjoy it, and would also 
include enjoyment of independence Considering the number of 
old-established hereditary businesses and the displacement of 
profit by a fixed salary as the incentive to manage joint stock 
companies, these non-expansive types of will may often be fairly 
representative of a whole industry A further chapter was 
devoted to the selection and education of business admimstrators 
Here I suggested that promismg material was lost by the wayside 
on account of poverty, or of attraction to other careeis of greater 
prestige All these are avoidable causes to which Mr Robinson 
has not attached enough weight Operations would be on a 
much larger scale if those in control were more wilhng to enlarge 
and better selected for the purpose It is not necessary, as Mr 
Robinson suggests, that there should be an improvement of 
the quahties of human beings as we know them,” but merely that 
greater use should be made of available human quality and that 
new types of mcentives be apphed 

4 Let us suppose, however, that the most able and wilhng 
personnel were in fact selected to manage and control the transac- 
tion of plants, firms and combmes The scale of operation (OP) 
will still, I beheve, fall short of the optimum scale on account of 
avoidable defects in the meohamsm of orgamsation 

The last word has certainly not been said on methods of 
delegating powers to subordinates, and even if it had been said, 
a long time would elapse before the best methods were actually 
adopted by the bulk of industrial orgamsations The paramount 
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difficulty, as Mr Robuison rightly points out, is the delegation 
of the function of co-ordination Intermediate co-ordinatmg 
links can, we agree, be interposed between the general manager 
and the foreman, and we may agree that at each remove up the 
scale the higher ranks become more remote from the detail of a 
problem and from the effects of their particular solution Yet, 
proceeds Mr Robinson, in almost every instance knowledge of 
the detail of a problem is an essential condition of its solution ” 
and co-ordination can seldom be effectively achieved “ without 
knowledge of the internal effects on the units co-ordmated of the 
methods of co-ordmation adopted 

Here Mr Robmson has created his own difficulty by identi- 
fying the necessary co-ordmation of subordinates when a change 
of pohcy IS decided, with the actual making of that decision In 
this he follows Mr Kaldor, who makes management consist 
merely in supervision and co-ordination He actually goes so far 
as to attribute the entire increase of 60 per cent in admimstrative, 
technical and clerical staff as against the 10 per cent increase in 
operative workers between 1907 and 1924, to the increased need 
for co-ordination Much of this additional staff would not be for 
purposes of co-ordination at all, but would be due to the sub- 
stitution of paid managers for entrepreneurs, or due to additional 
sjpecial%sts in research, planmng, or statistical control, such as 
cost-accounting, or due to supervision of additional machine 
processes And in so far as additional co-ordinatmg staff takes 
the place of conferences and committees mvolvmg highly paid 
executives, the addition might actually reduce co-ordination costs 

On the whole, this increase in staff is an indication of the 
increased efficiency obtained by speciahsed brain-work, and 
much of this speciahsation has consisted in sphtting up the 
functions of management Mr Robinson and Mr Kaldoi appear 
to deny the possibihty of this speciahsation When they speak 
of co-ordination, which they identify with management generally, 
as being exercised by a group, they seem exclusively to visualise 
a body of persons, such as a Board of Directors or Cabinet, meeting 
at one time and place and jointly responsible for aU decisions 
But apart from co-ordination in the strict sense, management 
functions, as analysed by writers on the pohtical science of 
industry, do not require this collective “ mustering ” 

Fayol,^ for instance, distinguishes five elements — ^planmng, 
orgamsation, command, co-ordination and control, q[uite apart 
from mere supervision Many a firm has a separate control 

^ Industrial and General Administration, International Management Institute 
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office to see that evexytliing is being carried out in accordance 
with the plan that has been adopted and the orders which have 
been given/’ and many a firm employs specialist organisers to 
see that it is provided with everything useful for its runmng , 
with materials, plant, capital and stafi ” Nor is co-ordination 
necessarily to be identified with planmng and command Mr 
Bobmson and Mr Kaldor both speak of co-ordination and 
adaptation or adjustment to circumstances as though it were 
necessarily carried on by the same person If, in adapting 
pohoy to a change in demand, A decides upon the plan of curtailing 
output of one product by 10 per cent , cannot he tell B, or even 
leave it to B to see, that the necessary co-ordinations be made 
all along the line , for instance, that less material be bought and 
fewer men employed B must, of course, get in touch with the 
labour manager and the purchasing department to work out the 
precise amount and sorts of reduction to make, but in all proba- 
bfiity A wdl not need to be troubled further In the army the 
activities of B are known as stafi-work, and undoubtedly the 
head of a busmess firm could enormously enlarge his scope if he 
adopted the general-stafi system 

The co-ordmatmg possibihties of a geneial staff within indus- 
trial orgamsations were clearly brought out in a paper read by 
Mr L XJrwick before the British Association last year He 
distmgmshes these general stafi functions sharply from those of 
the speciahst staffs whose functions are advisory rather than 
executive In confining the essential purposes of the staff ” to 
provision for the upward passage ” of knowledge Mr Robinson 
is nussmg an important device for rehevmg the man who decides 
the degree and methods of adaptation from the work of co- 
ordinating the details Of course the economist may assume for 
his own purposes the absence of a geneial staff, just as Mr Kaldor 
argues on the assumption of a given state of techmcal devices such 
as systems of accounting But this would beg the question as 
to whether the hmits to the size of orgamsations were really 
wnavoidahle 

Fmally, smce to co-ordinate is a tiansitive verb, I would ask 
those who insist that co-ordination is indivisible to be more 
exphcit as to what powers are thought of as being co-ordinated 
If the highest admimstrative, appointmg, and constitutional 
powers m a firm are being referred to, who is the Indivisible 
Chief Co-oidinator in the ordmary joint stock company large 
or small At present there obviously seems to be a division 
of labour between the promoters, the chief shareholders usually 
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represented by the Directors, and the General Manager Yet the 
3omt stock company procedure contmues to displace the single 
entrepreneur ^ 

P Sargant Florence 


Stabilisation oe the Franc and French Foreign Trade — 

A Comment 

In the September issue of the Bconomio Journal M Philippe 
Schwob mtroduces his note on this subject by attributmg to me 
the view that the French Stabihsation brought unexpected 
consequences, quite contrary to classical economics, that is to 
say, an mcrease of exports and a decrease of imports ” (p 609). 
And he quotes a passage from my Art of Central Banhing, m which 
I said that in the years 1927—8, owmg to the scarcity of currency, 
‘‘ people spent less on importable and exportable goods ” 
That what occurred was ‘‘unexpected ” or was “ quite con- 
trary to classical economics ” is entirely M Schwob’s view, not 
mine Moreover, what I wrote was that people spent less on 
importable and exportable goods “ and on external mvestment ” 
He omits these concludmg words, and proceeds to mterpret the 
passage quoted as referrmg only to v^s^ble imports and exports 
It ought to have been obvious, even without the reference to 
external investment, that mvisible imports and exports must be 
included 

Thus M Schwob’s note is not really very relevant to what I 
wrote And on its merits his argument seems to me of doubtful 
validity It may well be that, when a currency has become very 
unstable, calculations of the balance of trade from the annual 
foreign trade returns are unreliable, and that calculations based 
on the gold value computed month by month are nearer the truth 
But these latter will still be subject to considerable error, both 
because some debits and credits will contmue to be made m the 
unstable currency, and also because the date at which a bargam 
IS made and put through the foreign exchange market is likely 
to be separated by a considerable interval from the month in 
which the movement of the goods to which the bargam relates is 
actually recorded in the foreign trade returns 

But when it comes to comparmg not the currency value or 
the gold value of the monthly imports and exports, but them 
“ volume ” as deduced from a wholesale index number, the 
result ceases to have any bearmg upon the balance of trade or 
No 176 VOL XLIV. 3b, 
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balance of payments, since these are balances of pecumary 
obligations If it has any significance at all it is in relation to the 
terms of trade, a totally difierent conception 

R G Hawtbey 


OBITUARY 
E G Peake 

Edward Gordok Peake was born in 1876 and educated at 
Oakham and Clare College, Cambridge, where he obtained a first 
in natural science He was reading law for the Bar or the ICS 
when, m 1899, he was mvited to become a brewer in Guinness’s 
Brewery This offer was accepted, and the rest of his hfe was 
spent in Dubhn in the service of that great firm of brewers In 
the fifteen years before the War he was engaged on brewing and 
maltmg work, and durmg this period he showed his inohnation 
towards utihsmg statistical methods for the solution of practical 
problems Durmg the War he served m the Army, became a maj or 
in the Royal Engmeers, was awarded the O B E , and was men- 
tioned m despatches On his return he was placed in charge of 
the manufacture, fillin g and dehvery of casks, and became an 
expert in coimection with traffic management 

In spite of his active and arduous business career, Peake never 
lost his interest m academic or scientific affairs He contmued 
his legal studies, was called to the Bar in 1907, and took his LL B. 
degree in Cambridge. His mterest in pure science was demon- 
strated by a testamentary provision for biochemical research. 
But his mam preoccupation m later years was with financial 
problems, to which he devoted most of his spare time In 1923 
he published An Academ'ic Stvdy of some Money Market and Other 
Stattshcs, which was an attempt, on origmal Imes, to estimate 
coefficients of correlation between different short-money rates, 
foreign exchange rates and price mdex-numbers This work, 
which was welcomed m the Ecoe'omic JodbkaIi by Dr. Bowley 
as an mterestmg attempt to test some of the theories of pohtical 
economy by statistical records,” was republished m 1926 in a 
second edition which contamed additional chapters on the prices 
of commodities and a series of charts showmg commodity price 
movements graphically He also contributed occasional articles 
to the Bankers' Magaz%ne 

Peake’s mterest m economics extended to economists, whom 
he hked to have as friends He was an intimate acquaintance 
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of F Y Edgeworth, who spent many of his vacations in Dublin, 
and was the friend of many Irish economists, statisticians and 
bankers Possessed of a singular capacity for social life, and of a 
most generous and hospitable disposition, he was the means of 
bringmg together in his bachelor estabhshment many people, both 
residents in Dubhn and visitors j&rom elsewhere, who would not 
otherwise have met, and he possessed the perfect host’s capacity 
of makmg each of his guests display himself to the best advantage. 
Peake’s dinner-parties were always sparkhng and many of them 
were memorable, and it is at the head of his table, happy in the 
radiance of his own hospitahty, that his friends will recall Hm m 
the retrospect of memory 

George O’Erieis- 


Current Topics 

New arrangements have now been made by which the London 
and Cambridge Economic Service Memoranda will be sent out 
to members of the Royal Economic Society at the same time as 
the Journals, and not at intermediate dates as previously 
The London and Cambridge Service have kindly agreed to brmg 
their regular quarterly memoranda somewhat more up to date, 
so as to include the latest figures which are available at the date 
when they have to be prmted off to accompany the quarterly 
issues of the Journal Thus the Memoranda on Current 
Economic Conditions in this country will in future accompany 
the March, June, September and December Journals In order 
that the annual Memorandum on Economic Conditions m Europe, 
etc , can go out at the same time as the annual issue of Econormc 
History, Economic History will be issued in future in Eebruary 
instead of m January as heretofore 

The special memoranda, which are circulated to members 
from time to time in addition to the above, will be forwarded 
with the next issue of the Journal published after they are 
available A Memorandum on ‘‘ Investment m Fixed Capital 
in Great Britain ” by Mr Cohn Clark is bemg circulated together 
with this issue of the Journal Special Memoranda, which 
are not circulated to members of the Royal Economic Society 
gratis, can be purchased by members from the London and 
Cambridge Economic Service at a price of 5s , as m the case 
of Mr Benham’s Memorandum on TTie Iron and Steel Industry 
of Germany, France, Belgium, etc , reviewed above, p. 716. 
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The decennial Index of the Ecohomio Joxjbnal for its fourth 
decade, 1921—30, is also circulated to members with this issue 
of the JoTTBNAD and can be purchased by others at a price of 
5s. The editors apologise for the delay m the preparation of 
this Index, which should have been m the hands of members 
some httle time ago 

At the end of the current decade the Society will have com- 
pleted fifty years of its existence The Council have decided to 
mark this event by preparmg and issuing to members a complete 
Index covermg the whole of the first fifty volumes of the Ecohomio 
J oTJBKAL. This Index will be more elaborate than the decennial 
Index, smce it will include a full subject mdex in addition to the 
other classifications which have appeared in the decennial Indexes. 


Misprint — ^In the Ecohomio June 1934, p. 349, 

for “ Sz^aggermg State of the Scots Statesmen” read “ Staggermg 
State.” 


The next Annual Conference of the Association of University 
Teachers of Econormcs will be held at Cardifi durmg the week- 
end 4th-7th January, 1935, when the programme will mclude 
discussions on The Interpretation of Banking Statistics ” (to 
be opened by Mr E W Paish) and ‘‘ The Present Position of 
Monopoly Theory ” (to be opened by Mr J B Hicks) Pro- 
fessor Meredith has also promised to contribute a paper, and in 
addition it is hoped to arrange for a discussion on British Agri- 
cultural Marketmg Schemes Pull particulars of the Conference 
should reach members of the Association by the beginnmg of 
December Hon-members who are engaged m University teach- 
ing of Economics or kmdred subjects are mvited to apply to the 
Hon Secretary, Mr Stanley Parris, University College, Cardiff 



RECENT PERIODICALS AND NEW BOOKS 

Journal of the JRoyal StatisUcal Soctety 

Pabt III, 1934 Indians Trade and Industr%al StahsUcs Past, Present, 
and Future Sir H A F LmDSAY Methods used ^n different 
Countries for estimating National Income Sir J 0 Stamp 
Centenary of the Royal Statistical Society 

Economica 

August, 1934 Capital, Time and the Interest Rate F H Kitight 
The Expansion of Credit in an Advancing Community R F 
Harrod Bricks a Trade Index, 1785-1849 H A Shaknon 
The Diagrammatical Representation of Demand Conditions in 
International Trade A P Leritbb 

Review of Economic Studies 

June, 1934 The Concept of Monopoly and the Measurement of 
Monopoly Power A P XiBbnbr The Interpretation of Subjec- 
tive Value Theory in the Writings of the Austrian Economists 
A R SwEBZT A Contribution to the Theory of Price Fluctua- 
tions J B S Haldane The Working of the Pre-War Gold 

Standard C H Walker The German Method of Combined 
Debt Liquidation and Export Stimulation H K Hbuser The 
Determinateness of the Utility Function O Lange The Con- 
cept of Arc Elasticity of Demand R G D Allen, A P 
Lbrneb Suggestions for Constructmg a Model of a Production 
Function O L Williams 

October, 1934 The Glasgow Building Industry A K Calbnoross 
Taxation and Production Ursula K Webb A Note on the 
Elasticity of Supply J R Hicks Fluctuations in Capital and 
the Demand for Money S P Chambers Economic Theory and 
Socialist Economy A P Lerner Advertising Costs and Equi- 
librium H Smith Notes on the Determinateness of the Utility 
Function E H Phelps Brown, H Bernardblli, O Lange 

Transactions of the Manchester Statistical Society 

Session 1930—31 Recent Changes in the Overseas Trade of the United 
Kingdom G W Daniels Some Problems of the Manchester 
Merchant after the Napoleonic Wars A Redeord French 
Monetary Policy R G Hawtrby The World's Oil Industry, 
1920-30 C Cooke 

Session 1931-32 The National Electricity Scheme W Walker 
“ The Citizen's Purse " W H Coates A Statistical Study of 
the Economics of Large-scale Production J Jewkes The Future 
of the Gold Standard T E Gregory The Financing of Indus- 
trial Enterprise H Clay 
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International Labour Beview 

July, 1934 Economic Depression and its Causes Mentor Botjnia- 
TiAN Unemployment Belief in Australia F A Bland Becent 
Advances in Labour Legislation in Latin America (1928—34) M 
PoBiiBTE-TRONCoso The Belgian Family Budget Enquiry of 
1928-29 

August, 1934 The Problem of the Depressed Areas in Great Britain 
E I) McCullum Measmes to Combat the Depression and Unem- 
ployment in Poland J Bosneb The Social, Economic and Legal 
Conditions of Domestic Servants Ebna Magnus The Working 
of Social Insurance in Denmark 

The South African Journal of Economics 

September, 1934 The Upward Turn C W Pearsall Safety for 
Savings E H D Arndt Poor Law Legislation Sheila van 
DER Horst Demographic Samples in the Study of Backward and 
Primitive Populations H Sonnabend Some Comments on 
Price and Marketing Control in South African Agriculture H 
Ebankel 


Quarterly Journal of Economics 

August, 1934 Joint and Overhead Cost and Bailway Bate Policy 
T > H Wallace Besale Price Maintenance in Great Britain 
E T. Geetheb The Application of the Pure Theo't y of Population 
Change to the Theory of Capital K E Boulding Time Series 
and the Derivation of Demand and Supply Curves a study of Coffee 
and Tea, 1850-1930 Elizabeth Gilboy British and American 
Exchange Policies II The American Experience S E Harris 

The American Economic Beview 

September, 1934 Commodity Prices versus General Price Level C 
Snyder Exchange Bates, Foreign Trade, and Price Level E T) 
Graham and C B WhcttlEsey Elasticity of Supply H J 
Bitteeman Suspension of Gold Standard in Baw Material 
Exporting Countries L Smith Collective Bargaining in Foundry 
Industry B S Bauder 

Journal of Political Economy 

August, 1934 General Over-production a study of Say's Law of 
Markets H Heisser Emergency Employment in Theory and 
Practice B A Lester The Growth of Trade to 1913 J T 
Phinnby The Insurance of Bank Deposits J Taggart and 
L D Jennings Price Fluctuations and the Gold Supply, B S 
Tucker 

The Annals of the American Academy of Political and Social 

Science 

September, 1934 The Shadow of War an evaluation of current 
political and economic factors making for and against war, with 
additional papers presented before the Pacific South-west Academy 
Edited by L Bodson 
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Wheat jStudies (Stanford, California) 

JtJNE'--JuLY, 1934 Decline and Recovery of Wheat Prices in the ^Nine- 
ties Prior to 1930 the lowest wheat prices recorded in Great 
Britain were in the crop year 1894-5 The downward price 
movement of 1891-5 was associated with emergence of a world 
wheat surplus This was almost wholly due to ]!^^ature, and was 
not aggravated by governmental measures Thus price decline 
was general throughout Europe Recovery came mainly from 
reduction of stocks to about normal level by August 1897, with 
prospects of a short crop This reduction was due partly to the 
influence of Nature in cuttmg production, partly to growth of 
world consumption The carry-overs of 1933-4 are roughly twice 
as large in relation to consumption as the maximum carry-over 
of the ’nineties 

August, 1934 Pacific North-West Wheat Problems and the 
Export Subsidy 

September, 1934 World Wheat Survey and Outlook, September 1934 
Severe drought has made the world crop the smallest since 1924 
Supphes are nevertheless adequate because of the huge stocks 
Wheat prices have already responded to the changed supply, but 
are still low as compared with pre-depression years A large 
reduction of stocks is hkely, which will probably halve the present 
world surplus The prospective volume of international trade in 
wheat IS about 600 million bushels Exports will be furnished 
largely by Canada, Austraha and Argentina 

Revue d^filconomie Politique 

May-June, 1934 Avant-propos Charles Rist Finances J 
Dessibiee, etc Production H Laueenburger, etc Com- 
merce et Transports M Olivier, etc Questions Sociales R 
Picard, etc 

July-August, 1934 De V Unite de Valeur L Walras and H 
Laurent Uilasticite de la demands R Roy La Crise de la 
Banque Beige du travail Les emprunts des collectivites locales et 
les rdcentes interventions de VEtat pour les favoriser P -B 
ViGREUX La Theorie Quantitative de las monnaie au XVI siMe 
J -Y Le Branohu 

Journal des Mconomistes 

July, 1934 Oii en est V Heritage de 1933 a la fin du premier semestre de 
1934 ^ Edouard Payen Vers la solution du probUme des dettes 
exterieures ElemAb Hantos La Construction Navale R J 
Pierre Revue de V Academic des Sciences morales et politiques 
Olivier Piohot 

Weltwirtschaftliches Archiv 

September, 1934 W eltwirtschaftliches Archiv A Predohl The 
question is discussed whether there wiU be the same need in the 
future for the W eltwirtschaftliches Archiv, in view of present 
tendencies towards economic nationalism, and consequent reduc- 
tion in international trade Since no State can be completely 
isolationist, a new world economic system will be evolved, and it 
will be the task of the paper to survey the changes and estimate 
the forces leading to its formation Arten und Erscheinungs- 
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formen von Kosten und Ertragen. A B Woefe A broad survey 
of the theory of costs and returns m which the distinction is made 
between costs at a given time and over a period of tune, the costs 
to the individual and to different firms, and between technological 
and busmess costs Die enghschen W ahrungsex'perimente der 
Nachkriegszeit O EiffivciNGBR A critical survey of the stabilisa- 
tion of the £ and its effects The hope that fall in the value of 
gold would justify the high parity was not fulfilled and the con- 
tinued rise in gold led to the collapse of the £ in 1931 Die allge- 
meneinen Lehren des Faschismus und die Korporative Wirtschaft 
li Gangemi Contmuation of article on the nature and problems 
of co-operative economy Its structure, relations with Capitahsm, 
pubho finance and economic theory, the characteristics and essence 
of Eascist economic outlook Das neue Sibirien als panasiatisches 
Problem B Ischboldin The USSR has been for some time 
endeavouring to provide economic basis for its Marxist creed, in 
Soviet Siberia, and is now actively engaged m systematically 
furthering the economic and pohtical development of Northern 
Asia by extensive propaganda and friendly commercial relations 
with Far Eastern Powers The Panasiatic movement is becom- 
ing nationalist rather than bolshevist, and the future of Asia 
depends upon under standmg between the Japanese and Anglo- 
Saxons 

Zeitschrift fur NationahJconomie 

Septembeb, 1934: The Moment of Time in the Theory of Value O 
Morgenstebn The individual has to reconcile differing periods 
of income and of expenditure The author analyses a phenomenon, 
which he calls “ predisposing,’’ which arises from the non- com- 
pensation of present expectations of future wants and future 
income New light is thrown on the approved under-estimation 
of future wants It is proved that in the case of durable consumer’s 
goods, the temporal succession of acts of choice does not explam 
their order of importance The Moment of Uncertainty in the Theory 
of Value K Mengeb Startmg from the ‘‘ Paradox of Peters- 
burg,” the author distinguishes between mathematical expecta- 
tion and the stake that a reasonable man would risk He analyses 
human behaviour in the face of chance Examining the valua- 
tion of uncertainty, he attempts to complete the theory of marginal 
utihty which describes regularities m the valuation of certainty 
Functions of Demand for Goods of Correlative Utility R G D 
Aixen The definition of the way in which commodities are 
related in an individual’s scale of preferences is the great weakness 
of Pareto’s theory of value A more logical defimtion of com- 
plementary and competitive commodities is put forward here 
The case where only two out of the whole set of consumer’s com- 
modities have interrelated utihties is then exammed The new 
defimtion of complementarity proves of service in tracing the 
effect of price and income changes on the demands of the indi- 
vidual for various commodities In particular, it is found possible 
to include m the general theory of value the case, noted by Giffen 
and Marshall, where demand increases with increasing prices 
The Economic Theory of Planned Economy H Zassenblitjs 
The author sets out to show that there is a pure theory of a planned 
economy analogous to the equihbrium theory of an unplanned 
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economy Economic Productivity and Economic Total-Utility 
0 VON Mebinq The author shows that sometimes the idea of 
the total utihty is indispensable for an exact valuation of 
economic measures which are not to be justified from the stand- 
point of their influence on the real income of a nation 

Schmollers Jahrbuch 

June, 1934 Preishildung und Preispolitih unter Beruchsichtigung der 
geograpTiiscTien Verteilung von Erzeugern und V erbrauchern E 
SoHNElDEB Schneider considers the case of an otherwise perfect 
market where producers and consumers are separated in space 
from one another The influence of transport costs on prices (not 
on location) and the stabihty of the resultmg equihbrium is con- 
sidered The general case of n production centres and m con- 
sumption centres is preceded by the special cases when there is 
only one production centre and/or one consumption centre The 
paper is to be continued Volhswirtschaftliches Interesse^ Gesam- 
tinteresse und GemeinwoM R Wiebbandt Zur Reform der 
W ohnungsmiete G Pbost The desirability of abolishmg the 
still remaining rent restriction as soon as possible is commonly 
accepted But the supply of housing room being still inadeq[uate 
a reform of tenancy is unavoidable The article gives a detailed 
account of the points where the present regulations are insuMcient 
Staat und KircJie in universalen ZusammenTiangen J Hashagen 
GemeinwirtacJiaft und Gemeinschaft E Tonnies A reply to 
critical remarks of Ritschl The pomt concerned is mainly the 
relative significance of rational and irrational factors to the 
present social and economic structure 

Atjgtjst, 1934 Der Begrijf der V olkswirtschaft und das System der 
Volkswirtschaftslehre R STBELXiEB Holds that economic theory 
ought to form the framework to the descriptive branches of 
economic science, that it ought therefore to deal with causal 
relationships and that functional static theory is insufELcient Die 
Begrijf sbildung im wirtschaftlicJien und sozialen Leben des deutschen 
Mittelalters B Kxtske Die monetare Beeinflussung des Wirt- 
schaftsablaufes und ihre geldmarktbedingte Problematih H H 
HoHiiEELD Because of the highly complicated character of the 
present credit system the power of banking action to lead industry 
IS rather limited Die Agrarpolitik Roosevelts R Freund 
Englands gewerbliche Zuhunft O Wiskott The failure of 
English neo-hberahsm, the manifest of which is ‘‘ Britam’s Indus- 
trial Future,” is attributed to the short commgs of its repre- 
sentants urban mteUectuahsm ”), who are very clever m 
changing tactics but are unable to change their minds 

JahrbucTier fur Nationalokonomie und Statistik 

August, 1934 ‘‘ Kapital ” und Warten ” H Schneider The 

‘‘ technical ” and the “ earning ” conceptions of capital are con- 
trasted as fundamentally different The “ technical ” conception 
IS unworkable Die Belastung der Bauern in Mitteldeutschland mit 
Frondiensten und Ahgaben im 16—18 Jahrhundert F Luetge 
Deutsche Industriepolitik, 1933 G Maokenboth A corpora- 
tive economy will be the ultimate outcome of the present cartel- 
hsation wave 
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Septembbb,1934 Spontaneitat ah JcapitaUstisches GeschtcMspnnztp K 
Mtjhs a dyTLamio theory of capitalism is badly needed to counter- 
balance the actual preponderance of equilibrium economics A 
recent attempt to explain dynamically the origin, working and 
development of the capitalistic system is critically considered 
Die Belaetung der Bauern in MitteldeutscMand mit Frondiensten 
und Ahgahen im 16-18 Jahrhundert ¥ Ltjetge FalscTie 
Deutung Thunenscher Begrijfe und die sich daraus ergebenden 
Konsequenzenfur die BeJconstruJction der Lohnformel W Bbaetjeb 
The critics of Thunen’s wage formula \/ap misunderstand his 
conceptions and reasomng In particular they failed to recognise 
that V ap IS the formula for a special case, namely, when it would 
take the wage-earners one year to estabhsh themselves as pos- 
sessors of freehold estates Zur sozialen Neuordnung %n Deutsch- 
land G Albrecht The article gives a survey of the origin, 
structure and task of the German Labour Front ” and of the 
contents and significance of the Law for the Protection of 
National Labour ” Both the Labour Front and the Law are not 
the result of corporative prmciples, but of the National-Sociahst 
principles of totality and authority 

October, 1934 Preise und Produhtion C Cohbad The thesis of 
Prof Hayek that deficiency of capital caused by insufficient saving 
Is at the bottom of the depression is wrong Hayek confounds an 
mcreas© in the roundaboutness of the productive process with 
an increase in the number of stages of production A change to 
more productive methods does not necessarily involve an increase 
in the demand for working capital The genuine cause of depres- 
sion IS the rigidity of prices and incomes Der ‘‘ Agrarzyklus 
und sein Einfluss auf die landwirtschaftliche Preispolitik Deutsch- 
lands L Lbescheb The object of the German ** fixed price 
pohcy” for agricultural products should be to secure a stable 
income to the peasant The fluctuations in the supply of agri- 
cultural products call for a shdmg scale of prices Sozialpolitik 
gegen Klassenwahn A Gxiehther The article describes the 
subjugation of social pohcy to party purposes by the Marxists 
and its unchaining by National-Sociahsm in substituting the 
national and racial ideas for the class idea Agrarpolitik im 
Deutschen Beich 0 v Dietze W ohnungswesen und Wohnungs- 
politik in Deutschland seit Januar 1933 B Sohwah The two 
outstanding features of recent German housing pohcy are the 
change from urban tenement flats to quasi-rural settlements, and 
the subsidismg of repairs and alterations to existmg urban houses 


Vierteljahrschrift fur Sozial- und Wirtschaftsgeschichte. 

1934, Heft 2 Fin Weg zum Beich Die Entstehung des Deutschen 
E Franz The diplomatic negotiations precedmg 
the Wdation of the Zollverein of 1834 are traced, the merits of 
tne Prussian a^d Bavarian Governments are stressed Das 
^enkanische System der Nachkriegsara M Silbebschmidt 
^olds that the New Beal is the straight contmuation of ‘‘ WeHare 
capitalism in the prosperity years which was abandoned by 
Hoover when he got ^scouraged by the long duration of the 
4 : New Beal may well be the final stage of trans- 

lormation from a pohtical democracy to an “Industrial Be- 
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mocraoy ” Zur Entwichlung des SiedlungsrecMes im schleswtg- 
holsteimschen N ordseegebiete K Haff 

De Economist 

May, 1934 Het probleem der winstdeeling J H G Viobveno 
The expectations based on profit-sharing have not been reahsed 
At one tnne it was thought that it would solve the social problem 
After a consideration of the place of profit-sharing in relation to 
the general theory of distribution, the chief arguments for profit- 
sharing are considered The system is supported on the grounds 
of (a) justice, (b) industrial peace, and (c) the stimulus provided 
That it corresponds to a demand of social justice is argued by 
some on theoretical grounds (Gruner is cited and criticised), by 
others on humanitarian and philanthropic grounds On the second 

point, profit-sharing schemes can never guarantee an enduring 
peace, but at most a temporary compromise The ultimate 
problem of wages remams Moreover, the effect is that the workers 
are interested, not m raising the general wage, but in the prosperity 
of the industrial unit to which they are attached Workers are 
better served by combinmg with their fellows than by seeking a 
community of interest with the economically stronger undertakers, 
firm by firm The stimulus idea is also inadeq[uate the individual 
contribution to prosperity is too small , the workers may be bound 
too long to the firm before the share in profits is distributed, 
profit IS dependent on too many other factors The idea that 
profit-sharing, consequent on the stimulus which it apphes, should 
‘‘ pay itself ” is in conflict with the original ideas Het IndiscJie 
fiscaal-economische winstsphtsingsprobleem en de laatste ontwerp- 
conventie van de fiscale commissie van den Volhenbond AEG 
Van Saablos A comment and a criticism of the League of 
Nations’ “ Draft Convention on the allocation of profits,” with 
^ecial reference to the conditions of Holland and Dutch East 
India in the matter of double taxation In particular, criticism 
IS directed against the assumption in the report that permanent 
establishments ” in another country can be treated as, and 
regarded as, “independent enterprises ” An enterprise operates 
as a whole and makes profit as a whole, and the parts cannot be 
regarded as operatmg independently of each other 
June, 1934 Het HypotheekbanJcbedrijf in crisistijd J Wilkens A 
survey of the position and activities of the Dutch Hypotheeken- 
banken (Mortgage Banks), with comparisons with the situation 
in other countries Het crisisverloop der OosUAziatiscTie groot- 
handelsprijzen en kosten van levensonderhoud D J Httlskoff 
PoXi A study of the variations in the cost of living in recent years 
in Eastern countries, arranged under gold countries (Dutch India 
and Indo -China), formerly gold countries (Japan and British 
India) and silver (Chma). Het prohleem der winstdeeling, II 
H G ViGEVENO A continuation of the article in the previous 
number, discussmg three further points (a) Profit-sharing, to 
justify itself, must not merely increase the workers’ ^rmngs at 
the time of the introduction of the scheme, but must do so per- 
manently Beasons are adduced for doubting whether it satisfies 
this condition, the existence of a profit-sharing scheme may 
provide a reason for refusing an advance m wages later on (b) 
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Profit-sharing means that, as between workers doing the same 
work, there is a difierence of remuneration The cessation of the 
additional payment may have disadvantageous results If it is 
attempted to avoid this by compulsory investment of the share, 
the immediate stimulus will be dimimshed (c) It is a common 
criticism that profit-sharing schemes do not provide for sharing 
losses , but this, it is argued, is not logically an element in profit- 
sharmg schemes, which are designed to increase the workers’ 
reward It would be otherwise in a scheme of copartnership 
Methods of application of profit-sharing are considered 

Giornale degli EconomisU 

Maboh, 1934 Parallelo finanziano fra assicurazione privata e asaicura- 
ztone. soziale F Iistsoleea Ultaha e la regione danubiana E 
Ha^^tos I ^rohlerm del catasto L Fbakciosa Tavola d^ 
fecondrtd de% matrimom fur Vltaha (1930) G Mobtaba Nuovi 
daU sulla nataUtd %n Italia G Mobtaba La economia aziendale 
G Cabajc^o-Donvito 

Abbil, 1934 Su di un particolare effetto economico della pressione 
tributaria 0 Cosoiani An analysis, mainly on mathematical 
hnes, of the conditions under which the imposition of a tax will 
increase or dimmish the volume of work La proprieth ecclesiastica 
in Italia e il medio ceto rurale nel primo Medio Evo F Cabli 
Per la ripresa delV esportazione Oeconomicxjs 

May, 1934 Un principio teorico delV economia corporativa G U 
Pabi a plea for the reduction of costs on rational hnes as the 
most appropriate method of emerging from the economic crisis 
Consideraziom critiche intorno ad alcuni coeffioienti algebiici di 
maxima espansione creditvzia F di Fenizio A criticism of the 
formulae devised by Phillips and extended by Angell and Ficek 
for expressing the maximum possible expansion of credit in the 
case of a single bank and of the banking system as a whole The 
original work of PhiUips in this field is commended, but it is con- 
tended that the further elaborations of Angell and Ficek have 
gone too far in seeking to obtain concrete results from the formulae 
of PhiUips 

JxTKE, 1934 Declino del capitahsmo e significato del corporativismo 
A Faneani Vecchie e nuove teorie relative alia spesa pubblica 
J Tivaboni a summary, in a very compressed form, of the 
principal theories, held by writers on pubhc finance, of the nature 
and justification of pubhc expenditure Ancora sul rapporto dei 
sessi nei nati da concepimento antenuziale D de Castbo Further 

evidence from a number of states or districts, together with some 
tentative explanations, of the fact that the records of official 
statistics show a larger than normal proportion of males to females 
among children born less than six months after the date of 
marriage 

July, 1934 La teoria economica e le corporazioni B FoA The 
Corporative orgamsation of the Itahan State has an important 
bearing on economic afiairs through its constant endeavour to 
together the diverse interests which are engaged in pro- 
duction It IS not so much a form of State or controlled economy 
as of an influence or pressure exerted upon processes of production 
and consumption with a view to increasing the total of human 
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welfare One aspect of tins can be seen in a recent speech by 
Signor Mussolini, who declared that the economic problem of the 
Corporative State was How to give the greatest quantity of 
labour possible with the least fluctuation to the greatest possible 
number of Itahan workers ’’ The Corporative system seeks to 
bridge the gap between individual utihties and collective and 
national utihties Le base teoriche delV economia corporativa T 
Vito 11 commercio ttahano de% fiori freschi A Mobtaba A 
statistical and general account of the Itahan export trade in fresh 
flowers 

August, 1934 La deflazione e Vmflazione negh Stati UmU d"" America 
A W Mabget It IS concluded that the threat to monetary 
stabihty is the real obstacle to a restoration of normal conditions 
in the American capital market In general, the measures adopted 

under the National Industrial Becovery Act have been badly 
devised, and it is only the fact that there has been widespread 
evasion that has prevented the consequences from bemg more 
unfavourable than has actually been the case Sulla scelta e sul 
contenuto economico dei sistemi giuridici delV ammortamento del 
debito pubblico E D’Albebgo The third of three articles, 
studying from diflerent points of view the problem of the amortisa- 
tion of the public debt Nuovi dati sulla natahta in Italia G 
Mobtaba 

La Miforma Sociale 

Maboh-Apbil, 1934 La corporazione aperta PbopessobL Einauui 
discusses the question whether the corporations set up in Italy 
are hkely to act in an exclusive and anti-social way similar to 
that of the early guilds or the close corporations against which 
Turgot protested before the French Revolution He concludes 
that the modern corporations, bemg open,’’ will not use their 
power to stifle invention, changes of technique or other forms of 
desirable competitive enterprise II problema delle esportazioni 
E Gibetti La Banca dLtalia nel 1933 M Mazzuccheizli 
11 problema odierno della marina mercantile M Schiavob-e A 
survey of the present problems of merchant shipping with special 
reference to the position of England 11 salario e Vimposta A 
Debi and L Einaubi Lhmposta di ricchezza mob%le e le casse di 
risparmio G Meblo Salvatore Pugliese e Francesco Buffini 
L E 

May- June, 1934 Limtti e metodi nel controllo dei prezzi V Pobbi 
A brief article on price control contributed to the Riforma Sociale 
shortly before the death of the author Prime linee di una teoria 
del doppioni L Einaudi An analysis of the conditions under 
which an increase in the productive capacity of an industry may 
be regarded as an undesirable duphcation of existmg equipment 
The conclusion is It appears, therefore, that the conception 
of duphcation can legitimately boast of having acquired rights of 
citizenship in economic science, but that its value is mainly 
mythical From this very ground its value is great, since men are 
governed more by myths than by reason ” Reddito^ natahta, 
mortality A Bbeglia II bilancio dello stato negh anni della 
depressione mondiale F A Bepaci Rivalutazione e svalutazione 
di “ azioni di societd commerciali ” e imposta di ricchezza mobile 
V S Mangano Cambi e titoli in valuta M Mazzucoheeei 
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Formazione e limih del blocco della sterhna F Di Fenizio A 
somewliat ironical account of the motives and manceuvres for the 
formation of a sterhng bloc withm the British Empire The 
author draws attention to the fact that the constitutions of the 
Central Banks founded some years ago, such as the new Beichs- 
bank, sought to secure the maximum independence of the banks 
from the State, whereas the latest Central Banks of India, New 
Zealand and Canada are closely subjected to the authority of the 
State “ This is not a sign of scepticism towards practical and 
theoretical considerations which have been acknowledged for 
decades it measures the distrust felt of London by nationalist 
elements , these prefer to increase in some measure the control 
of the public authority m order to counterbalance that which they 
dread more — ^the control of the Bank of England ’’ Sujperamento 
L Einatoi V Porn P Jannaccone, L Giretti, L Einatjdi, 
M De Beekabdi II valore economico del Uhro del Rostovzev 
Peoeessob L Einatjdi pays a very commendatory but shghtly 
critical tribute to the economic value of Professor Bostovzev’s 
Social and Economic History of the Boman Empire 

La Mtforma Sociale 

Jtegy-Augtjst, 1934 Gold Standard ed autasthia economica Pro- 
EESSOB Cabiati examines the working of the gold standard after 
the War, with special reference to Enghsh conditions and con- 
cludes that the pre-war gold standard could not work in the post- 
war world Prezzi in mercato corporativo A Breglia The 
essence of the Corporative system, as compared with either the 
mdividualist or the commumst systems, is to be found in the fact 
that, while maintaimng private property and private initiative, 
it seeks to restrict or suppress privileged incomes (incomes from 
monopoly or quasi-monopoly and ‘‘ rents ”) 11 New Deal 

rooseveltiano in che consiste V Racca Contrazione del saggio 
d'lnteresse e ris^armio G Saoerdote-Jachia 

Ekonomislc Tidshrift (Uppsala) 

1934, No 3 Var inJcomstskatta foitjanster och bnster David 
Davidson 

Index (Stockholm) 

September, 1934 Economic Survey The Swedish Clearing Agree- 
ment with Germany S Matz Geneva as a Centre of Economic 
Information A Loveday 


NEW BOOKS 

British. 

Allen of Hxjrtwood (Lord) Britain’s Political Future a plea 
for liberty and leadership Longmans, Green Pp xiv + 192 
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Brdok (W F ) The Road to Planned Economy capitalism and 
sociahsm in Germany’s development Cardiff University Press 
Board London Oxford University Press 7+' Pp xii + 148 
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Canadiati Political Science Association P< rs and Proceedings 
of the Sixth Annual Meeting Vol VI 1934 on, Ont The 

Jackson Press 10" Pp 284 

Chegwiddek (T S) and Mybddin-Evans (G ) The Employ- 
ment Exchange Service of Great Britain MacmiUan 94" Pp 
XIV + 310 14^ 

Cole (G D H ) Some Relations between Political and Economic 
Theory Macmillan SJ" Pp vii + 92 4^ 6d 

CxJTTLB (G ) The Legacy of the Rural Guardians . a study of con- 
ditions in Mid-Essex Cambridge Hejder SJ" Pp vni + 384 
155 

Davisok (R C ) The New Unemployment Act Popularly 
Explained. Longmans, Green & Co SJ" Pp 32 9d. (paper) 

Dawsok (C a ) and Mxtbchie (R W ) The Settlement of the 
Peace River Country Vol VI of Canadian Frontiers of Settlement 
Toronto Macmihan lOJ" Pp xii + 284 185 

Dodwell (D W ) Treasuries and Central Banks especially in 
England and the United States P S Eung 8f" Pp xiv + 218 
105 6d 

Dtocan (W G K ) (Ed ) National Economic Planmng London 
Austrahan Book Company 7^" Pp vi + 217 5s 

Einzig (P ) Exchange Control London Macmillan Pp 
IX + 195 75 6d 

Eisheb (H ) England takes the Lead an examination of the 
behaviour of money, and a forecast Cape 8" Pp 253 65 

GUiBOY (E W ) Wages in Eighteenth- century England Cam- 
bridge, Mass Harvard University Press (London Humphrey 
Milford) Si" Pp XXIX + 297 I5s 

Gtjha (S K ) Problems of Transport Co-ordmation in India 
Oxford Umversity Press 7^" Pp yiii +77 Be 1 

Hamm oi^d (J L and Babbara) The Bleak Age based on the 
Age of the Chartists Longmans 7" Pp ix + 148 35 6d. 

Industrial Handbook to Gieat Britain The Travel and Industrial 
Development Association of Great Britain and Ireland 7" Pp 41 
Institute of Actuaries Year-Book 1934—1935 London C and 
E Layton SJ". Pp vm + 178 2s 6d (paper) 

Jebbikgs (Hilda) Brynmawr a study of a distressed area 
London Allenson 8|" Pj) xi + 246 105 6d 

JoHNSTOK (Rt Hob T ) The Financiers and the Nation. 
Methuen 7i" Pp xi + 206 5s 

Mabtin ( J H ) (Ed ) The Housing Question. N F R B and 
GoUancz SJ". Pp 28 6d 

Maux (Kabl) Letters to Kugelmann M Lawrence 35 6d 
(cloth), 2s (paper) 

Maugblab (C ) Commodity Market Terms a discussion of words 
and phrases used m the conduct of international trade and the methods 
of dealing m products 2nd ed. Pitman SJ" Pp. xxvii + 244 
7s 6d 

Mxtnbo (H ) The Production of Money and its Effects on Industry 
Dingwall Souter SJ". Pp 19 l5 6d (paper) 
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Pyah ( J ) and Taylor (J S ) Standard Cost Control for Cotton 
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and Anglo-American relations P S King SJ'" Pp ix + 35 Is 
(paper) 
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Pp 97 3s 6d 

Srekcbr (P H ) Simple Economics University of London 
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(cloth) , 2s (paper) 

The ISTew Survey of London Life and Labour Yol VIII London 
Industries, III London Eang 9" Pp xv + 323 17s 6d 

Thomas (S E ) The World Crisis, and the Problem of the Gold 
Standard London Marshall 8" Pp 32 %d (paper) 

Todd (J A ) (Ed ) The Shipping World afloat and ashore 
Pitman 7Y Ep xiii + 308 7s 8d 

Vanstoke ( j H ) The Commodities of Commerce vegetable, 
animal and synthetic Pitman 7J" Pp ix + 207 5s 

Welch (H J ) Money — ^Foreign Trade and Exchange from a 
national point of view AUen and Unwin 7J" Pp 158 4s 6d: 

Whipple (S B ) Noble Experiment a portrait of America under 
Prohibition Methuen 7+' Pp 184 5s 

ZwEiG (F ) The Economics of Consumers’ Credit P S Eang. 
7+' Pp 112 5s 

Amenca. 

Bemis (A F ) The Evolving House Yol II of The Economics of 
Shelter Cambridge, Mass The Technology Press Pp 

xxxvii + 605 $4 

Burk (B ) Codes, Cartels, National Planning the road to 
economic stability McGraw-Hill 9^" Pp x + 413 24s 

Columbia University Commission Economic Peconstruction 
New York Columbia Umversity Press (London Humphrey 
Milford ) 9" Pp XV + 250 15s 

Currie (L ) The Supply and Control of Money in the United 
States Cambridge, Mass Harvard University Press Pp 

XVL + 199 10s 6d 
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Gaeis (R L ) Principles of Money, Credit, and Banking ll^ew 
York Macmillan 8f" Pp xxi + 1056 15^ 

Ginsbebg (E ) The House of Adam Smith New York Columbia 
University Press Pp viii + 265 $2 75 

Haio (R M ) and Shoef (C ) The Sales Tax in the American 
States New York Columbia University Press 9" Pp xxv + 793 
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Hamilton (E J ) American Treasure and the Price Revolution 
in Spam, 1501—1650 Cambridge, Mass Harvard University Press 
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Minnesota University Employment Stabihsation Research Insti- 
tute An historical basis for unemployment insurance Minneapolis 
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Pp 306 135 6d 

Pattebson (EM) (Ed ) The World Trend towards Nationalism 
Philadelphia The American Academy of Political and Social Science 
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Petebs (H E ) The Foreign Debt of the Argentine Repubhc 
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Ratzlaee (C J ) The Scandinavian Unemployment Rehef Pro- 
gram Philadelphia University of Pennsylvania Press (London 
Oxford University Press ) 8" Pp xix + 211 8s 5d 
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The Tax Research Foundation Tax Systems of the World 
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N (V ) La Repartition Equitable des Richesses essai d’une 
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Rm (paper) 

Austrian, 
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Wien Manzsche 9" Pp 60 
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Alberti (M ) La Finanza Moderna Vol I, La Evoluzione e la 
essenza tecnica del credito mobiliare Milano A Giuffre 8f " Pn 
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T’akc Leang-Lt (Ed) Suppressing Communist Banditry m 
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United Kjngdom 

Pourth Census of Production Pinal Report Part III Food, 
Drink and Tobacco Trades Chemical ana allied trades Paper, 
printing and stationery trades London H M Stationery 
Office Pp xviii + 629 8s 

Ministry of Labour Twenty-first Abstract of Labour Statistics 
of the United Kingdom (1919-1933) London H M Stationery 
Office 9i" Pp vm + 211 3s 6d 

British Empire 

Bombay Labour Office Wages and Unemployment in the 
Bombay Cotton Textile Industry Bombay Central Govern- 
ment Press 9^" Pp 220 25 (paper) 

Census and Statistics Office of the Dominion of New Zealand 
The Local Authorities Handbook of New Zealand, 1934 Welhng- 
ton G H Loney 9J" Pp viii + 319 Is 

League oe Nations 

World Economic Survey, 1933-34 Allen and Unwin 9" 
Pp 7-365 65 





DEPRESSED AREAS 

The Ministry of Labour has now presented to Parliament Reports of the Investiga- 
tions into the Industrial Conditions m certain Depressed Areas The districts 
surveyed m detail are West Cumberland and Haltwhistle, Durham and Tyneside, 
South Wales and Monmouthshire and Scotland The Reports are obviously of 
first-rate importance for any re-plannmg of industrial life in the regions surveyed 
Cmd 4728 Price 3^ 6 d (3^ gd ) & / 

AGRICUETURAE RESEARCH 

The first Report of the Committee of the Privy Council for the Organisation and 
Development of Agricultural Research relates to the period July 1931 to 30th 
September 1933 Sections of the Report deal with the economic outlook and 
statistical methods A survey is given of work on the soil, plants, ammal heredity 
and genetics, physiology and nutrition, diseases and dairy research Cmd 4718 
Price ss (31- 3d ) 



The Mimstry of Labour has issued a Summary of Unemployment Insurance Acts 
1920 to 1934, incorporating a review of the changes in the scheme consequent upon 
recent legislation Price 6d {jd ) 



The Comimttee on Migration policy has reviewed the position of Migration from the 
United Kingdom to Overseas parts of the British Empire, outlimng the conditions 
which will be necessary for any resumption of nugration on a large scale Cmd 4680 
Price 6d (is 8d) 


Remarkable evidence of the change in structure and productivity of British Industry 
is contained in statistical reports upon the Census of Production^ 1930 Part I 
Textiles, etc 'js (ys 6 d ) , Part II Iron and Steel, etc ys 6d (8 j ) , Part III 
Food, Drink, etc Ss (8j gd), and in the Census of Population 1931 — Occupation 
Tables Price 30^ (30^ gd ) 

OFEICIAE STATISTICS 

The Annual ** Guide to Current Official Statistics ” provides a key to the store- 
house of statistical information contained in the hundreds of official Periodicals, 
Returns and Reports on a wide range of subjects prepared each year by Government 
departments Volume for 1933, pp 345 Price (is ^d) 
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TREASURIES AND CENTRAL BANKS 

By D W Dodwell, Ph D , with a Foreword by Sir Basil P Blackett, 
KCB,KCSI 


Demy 8vo 232 pp 


Cloth, 10 s. 6d. 
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The relations between. Governments and their Central Banks are usually shrouded in mystery for all 
but the few directly concerned The author throws light on this difi&cult and most important subject by 
tracing the growth of these relations historically in England and the United States, and suggesting some 
general conclusions He discusses from this point of view the sensational developments of monetary 
policy in recent years and the prospects for the future 
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THIS MONEY BUSINESS. A Simple Account of the Institutions 
and Working of the Banking and Financial World 

By Barnard Ellinger, C B E 

Demy 8vo 144 pp {Second Edition ) Cloth, 6s 

This book, written by a Manchester merchant, describes simply and practically the orgamsation and 
working of our banking and financial system, and shows how the various parts of the machine form one 
coherent whole It is intended primarily for those with little or no previous knowledge of the subject, and 
should be helpful to young students and those members of the general public who are desirous of under- 
standing the important bearing which international monetary problems have on our present distress 


♦♦ 

♦♦ 

♦♦ 

♦♦ 


AGRICULTURAL CO-OPERATION IN FASCIST ITALY. With 
a Full Account of the General Organisation of Co-operation 

By Freppel Cotta, Honours Diploma in Co-operation and Social Science 
With a Preface by C R Fay, M A , D Sc , Chairman, The Horace Plunkett 
Foundation 

Demy 8vo 160 pp Cloth, 7 s. 6d 

Professor Fay m the Preface “ A text-book for students of agricultural economics, and in particular 
a notable contribution to the growing literature of Agricultural Co operation presents a 

detailed picture of the unexpectedly free imtiative and democratic control by which Italian agriculture 
has been rejuvenated under a politicsd regime of dictatorship It wiU be studied with interest by those 

who are trying to see what, if any, new economic significance there is in the Italian conception of a 
Corporative State ” 

In the press 
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MONETARY OPINIONS AND POLICY, 1924-34 

By Mary Theresa Rankin, M A , D Phil 
Crown 8 VO 164 pp 


Cloth, 6s. 


This book IS a series of addresses delivered to public bodies m Edinburgh on post-wax monetary 
questions as they arose for consideration The express purpose of the addresses was the informing and 
moulding of public opinion on matters of monetary policy The series thus forms both a connected history of 
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